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AESIBACT

2t-* thesis preserts a theoretical development cf a defi-

nitigci cf administrative control and its applicability to

the Barite Corps. The authors conclude that: (1) adminis-

trative controls are those predetermined controls that give

purpcse, direction, and meaning to an organizaticn; 12)
administrative controls are reflected in three dimensions:

first, as organization ccntrols; second, as operating
controls; and, third, as information system controls; and

(3) administrative ccntrols are inseparable from management

conticls. The authors recommend- (1) expanding ccmmand/
zanaSesest input in the design of management irftrmation

systers to improve tkeir effectiveness; (2) increasing tour
lengths fcr commanding officers to permit the effective

implelentation and operaticn of a management ccntzol

jrograA; (3) courses of instruction for all man'agers at all
levels; and, (4) procedures he developed tc ensure the Eosi-
tive larticipaticn of senior management in creating a josi-

tive ccntrol environzEnt.
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I. "IJiUjTQN

1. ZOSECS1

Since tie irception of officially recognized internal

conticl systems, tlere has been difficulty in segregating
and defining internal administrative ccntrols from internal
accounting controls. Because of the faziliarity with

accounting contrdl and the relative ease with which the lack

of this ccmtrol can be guantified, both civilian managers
and silitary commanders have continued to emphasize its

importance. This cvershadoming of administrative ccrtirol
has resulted at the cutset from the independent auditing
;rofessicn's insistazce that the aggregate of administrative
contxcls dc not impact on the fair presentation of financial
statexents. This lack of ccncern for the administrative
contrcl 1rccess has carried over into the Federal Government

until recent times. As a result of the renewed ezphasis
placed cn kcth internal acccunting and internal administra-
tive ccntrcls, the existing definition and associated
guidance must be exparded tc take into account the increased
size, diversity, and complexity of organizations which must
now isplement administrative ccntrol systems. The purpcse
cf this thesis is tc develol an operational definiticn of
internal adinistrative control relative to the Marine Cozps

- and tc clarify aid initiate guidance and techniques fcr use
by cczuanders in the irplementation of these systems.

E. SCCEI AND BEIHCDCICGY

7bis ttesis will provide a definition of the phrase

"intermal administrative contrcl", currently utilized by the
Zederai Government in its effcrt to improve efficiency and
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*effectiveness in government agencies, and reduce tie inci-

dence of waste, fraud and abuse. The phrase will be ciera-

tionalized for the farine Corps to assist commanders/
zanagers at all levels of the organization in implel.ezting

internal ccntrol programs.

Ihe historical development of the phrase "internal

administrative contrcl" (from the American Institute of

Certified Public Acccuntants (AICPA) and the indererdent

auditcr in the Irivate sector to the issuance of Office of
lanagenert and Budget (OMB) Circular 1-123 and the passage
cl tie Federal Manager's Financial Integrity Act and its

impact cr the public sector) lays the groundwork for the

analysis of the nature cf ccntzcl and the concept of mamage-

nent ccntrcl. These concepts are important factors ir the
defimitical develcment of "internal administrati,

contrcl" as the structure and process of organizatio,
* These elements will ke discussed utilizing Lintzberg's z00

as develcped in his text, Zhe §tzucturinj cf Orqanizations.

Bodels developed by Dalton and Hopwood establishing the

types cf organizational controls, and the theoretical fraze-
work ci Anthony's Planning and Control System in conjunction

bith Rautz's research entitled lnterna not U.S.

crca;tic__nZ: he State of the Art will refine the discus-
sioan cf ccntrol and nanagement control to internal adminis-

trative ccntrol.

7te resultant definition will be operationalized for

application in the M arine Corps by translating the acadegic

theory ard concepts into a practical form for use by the
146 barize Ccrls in toda)'s public sector control envircn ent.

-Some tecknigues and sethodolcgies for inplementing "internal

admiristrative ccntrcl" systems will also be developed.

Ile research corsisted mainly of a literary search in

the areas of control, management control, and internal

ic
,' -.



conticl. The operationalizing of the definition was acccm-

;lisbed thrcugh a review of M~arine Corps activities' direc-

tives cm the subject, analysis of a subsequent questicnzaire

completed ky personnel respcnsible for system implementation

at tle Marize Corps activity level, and the transfcrmation

cf tbecietica~l conceit intc Fractical dpplication. The

guesticniaire is prcvided as Appendix B. An executive

summary is 1rovided as Appendix H.



1. ZIC107ICN IN THI IRIVATZ S!C!IOE

Neitter the COEcezzi over internal contrc. in tcth the

1rivate or public sectors, nor the difficulty in de'teraining

the sutstance surrourding the definition of internal admin-
istrative ccntrol are mew issues. The American Institute o!

Certified Eublic Acccuntazts (AICPA) ccdified ten Generally

Accepted Auditirg Standards in 1973. This codification

resulted in Statemert of auditing Standard (SAS) 1 which
levied reslonsitility on the independenit auditor tc review

*the accumulated evidence in accordance with generally

accepted auditing standards and to issue an unbiased oprinioa

cn the fair presentation of the financial statezerts cf the

business fizm. Cne of the ten~ standards states:

There is to be a ;roper s tudy and evaluation cf the
existirg internal control as a basis for reliance
thexecr and for the determination of the resultant
extert of the tests to which auditing procedures are tc
be restricted. [Bet. 1)

Ihe ;xciulgation of SAS 1 was the culmination cf a lcng
standinS disagreement within the auditing profession over

the definition. of internal control and its applicability to

the indepeadent auditor. The AICPA formally adopted the

* following definition of internal control in 1949 as:

Internal contrcl ccaprises the plan of organization and
* all the ccordinate setbods and measures adapted withir a

buginess to safe uaid its assets check the accuracy and
reljatility of nits accountini data, romctecoperatioral
gerial PClicies. [lef.



Ccsidered to be too troad a definition for auditing

purpcses, the AIC1A further refined the definiticr to
accounting controls and administrative controls, ard in 1558

published tie following:

m t!a_ c c,. it the tro d sens, includes: .cnticl
-ll -- a F---e--characterize S as eifher accounting or
adlanistritive as ±cllows:

lSentin, contrls comprise the plan of organi2atio"
a 317h - hmie, es and prcedures that are concerned
mainly with and relate directly to, the safeguardinq of
assets and the reliabilit7 of financial records. ke
generally include such controls as the systems 01
authorization and approval, se'aration of duties
conceired with reccrd keeping an accounting relcrt"
frcs those concerned with olerations or asset custody,
physical controls cver assets, and internal auditing.
Administrative contxols ccmpromise the plan of organiza-

~ -- --.E -. ethods and procedures that are
concerred mainly with operational efficiency n adher-
qncq tc sanager ial oligies and usually relate -rly
indirectly to the financial records. Tney generall-include such ccntrcls as statistical analysis, tie and
motion studies, qezformance reports employee traininSprograms, and gua1ity controls. LRe. 3.

Ike s oje of the independent auditor's responsitility

was lisited to the evaluation of internal accounting

contrcls and the lzofessicn continued to practice this
narrower concept despite waraings from both internal and

external scurces. As a result of numerous legal cases which

found deficiencies ir the independent auditor's evaluation
cf manageert control, the AICPA issued a clarification of

the tsc types of internal contrcl in 1972:

Adzinistrative control includes but is not limited to,
T'R4.j.-3Z-=o NT2M-T.on and t~e procedures and records
that are conc rned with the decision processes lead in'
to aragement's acthorizaticn of transactions. Suc
authorization is a sanagelent function directly asscci-
ated with the resicnsibility for achieving t:e ckec-tives 5f the organ zation an is the starting pcimt for
establishing accourting ccntrcl of transactions.

Acc tun njcntrol comprises the. plan of organizat4ona~zr 1oears and records that a~e. cqncerned with .-
the safe u ard igof assets and the r liai lty of finn-
cial rec rds and ccnsequently are designed to provide
reascnable assurance ha: a

****%** ~*** .. ,....--.
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-7zansactions are executed in acccrdance vittb
saagezent's general or specific authorization.

-Transact ins are recorded as necessary (1) tc
per.it preparation cf financial s.atements in confcrmity
Witt Senerally accepted accountin gprinciples cz any
other criteria ap;] icable to such statements and (2) tc
maintain accounta ility of its assets.

-Access to assets iLs p raitted only in accordance
Witt management' s arthorization.

- 2h1 recorded acccuntability for assets is
oared with the existing assets at reasonable inter-

vals arn approfriate action is taken with respect tc any
differences. Ref. 4)

in 1S77, the AICEA issued SAS 20 which required the

independert auditor tc test oly those internal accounting

contrcls relied upor in the conduct of the audit ard to

report significant weaknesses tc management. SAS 2C did

rot, however, require auditors to evaluate the totality of
controls present ix the organizaticn under generally -

accelted auditing standards.

The Foreign Corrupt Practices Act JPCPA) was passed late

in 1S77 in response to the Securities and ixclange
Comamissicm's (SEC) ccrtinued ccncern over direct cr indirect
payments tc foreign and domestic government officials to

influence tie conduct cf business. The FCPA mandates that
comranies keep financial records which, in reascnatle

detail, accurately and fairly reflect transactions and asset -

disicsiticns, and, taintain a system of internal accourting

conticl sufficient tc Irovide reasonable assurance that the
Iroad okectives cf internal accounting contrcl are

achieved. The Act also prchitits payments to foreign cffi-

cials, parties, or candidates for the purpose of cktaining
lusiness, and bolds corporate management responsitle for

corrult jayzents even if they are not directly invclved.

Beacticns to the FCfA are varied. Some companies have
intersifled efforts to review and strengthen internal

contrcl Eractices; ethers have taken steps to tuild a

14. ..-.. ..
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defense against any future charges of non-compliance with

the 2CPA even if such steps achieve minimal, if any,

improvetent in interral control.

'. JICIE71C IN THE EUBLIC SICTOR

Gbe institution of internal contrcl reguirenents in the

public sectcr clcsell followed the 1949 AICPA pronouncement

cn interral control. The Eudget and Accounting Act cf 1950

directed the heads cf Federal agencies to establish and

maintain systems of internal control. This Act included not

cnly internal control systems concerned with full disclcsure

cf an asency's financial results, financial informaticn for
lanagetent, reliable acccunting results, and integration of

agency and Department of the Treasury accounting systems,

tut alsc cctrol systems dealing with agency acccuntability

cf prcplrty assets and funds. Thus, as far back as 1950,

the Federal government had enacted legislation directed at

ensuring the establishment of systems of internal acccunting"

controls with little regard for internal administrative

contrcls.

7be Imspect or -General Act of 1978 created
Inspector-General offices in some 12 executive defartzerts

and agencies as a means to comtat fraud, waste, and atuse in

the Iederal governmet. Rhile the Department of -efense

(DoD) was initially exempt frcm this legislation because of

the Ere-existence cf inspectcr-general positions in the

military dejartzents, a mcdification to the Act in 1S82

resulted ir the development of a separate civilian

inspectox-general position in EcD.

7te Beagan Administration's Reform '88 initiatives
presemted a long-term program of improvement which chal-

lenged gcveinment tc operate its administrative systess as

efficiertly as successful crganizations in the public and

1.is.:

2; .. ... . . . .



private sectors. 71e Deputy Director of the Office of

Managelert and Budget (OMB) issued a statement on Refcrz '8.

as fcllows:

Internal controls are safeguards that ary efficient
orgarization mcst have. Assurance that these safeguards
are in place in the agencies is a basic prerequisite tc
achieving the President's gcal of a modernized, effi-
cient Sovernsent--te goal of Reform '88. [Ref. 5]

7te iipetus of the Refcrz '88 program reneued and

increased eaphasis or the esta-lishment cf complete interral

contrcl systems in the Federal government to include both 6

accourting and administrative ccntrols. As a result cf the

Eresideztial initiative, guidance was prcvided ty the

Executive Branch in the form of OMB Circular A-121. 7he

impact cf 1-123 was not felt until Congress passed the
federal danager's Financial Integrity Act (1MFI) which put

teeth in the Circtlar by (1) requiring OMB and the

Comptccllez General tc develop guidelines for the evaluation

of interral control systems, (2) requiring evaluaticn of
agencj's sy.steas of ixternal ccntrol in accordance with the

guidelines, (3) regciring the head of each executive agency

to repcrt anually tc the President and the Congress izdi-

catinc whether the agency's internal controls comFly with

the Ccaitrcller General's guidelines, and (4) requiring

agencies tc idertify material internal control weaknesses

and the plans for correcting those weaknesses in their

annual report. 7he cutcome of the FXFIA was the issuance of

the Ccu;trcller General's guidelines and the revisio. of CNB

Circular 1-123 to include the recently published Comptrcller

General Standards Icr Internal Control. The Circular

continues tc direct tte requirement of both internal admin-

istrative azd accounting contrcls, but the familiar emphasis

cn accccnting conticls has continued to overshadow the

satisfactcry development of administrative control systems.

1 -...
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CIB Circular A-12-1 for example, provided the fcllcwing

defiriticn for iatertal con ticl:

Tje clan c4 o;ganization of all the methods and measures
adcted uithir an agency to safeguard its rescurces,
assure adequacy azd reliability of its informaticn,
assert. adherence tc applicalle laws, regulations and
pq~licies., ,and prcicte cpezrationial econozy and effi- 7
ciency. flf. 6]

ibile prescribing the pclicy that all agencies vould

saintain effective systems of internal accounting and admin-

istrative ccntrol, CMiB's definition merely exchanged the

];hr as a ...reliability of accounting data..." with

"...reliability cf irformation... in an attempt to adapt

thae 1549S AICPA definition tc include internal administrative

conticl reguirements. A revision of the Circular, issued on
16 August 1S83, narrced the original Circular definiticn to

cze acre clcsely aligned to the AICPA's 195a representation
cf acccu rtiig contrcls.

Lc Excvided no aditional guidance relative tc internal
administrative ccntrcl in its Directive 7040.6, m :t-ernal

Contrcl System s. Reiteratimg the OtB3 definition, the direc-
tive assigned interral contrcl responsibilities Icr the "

conduct cf the rogz within the Department. An u:pub-

lisbed draft re'visicD to 7040.6 has adopted the rarzower
concept ci internal ccntrol cipounded by the revised -123

Circular. A notable change, however, is that DoD chose to
retitle the draft ran thent Ccntrat in an attempt to

reflect the all encotiassing aspects of the internal ccatrol

-,ocess.

Secretary of the aavy Instruction (SeCNAVINST) !20C.35,
i jEjhra. "...r 1 iait .!j. of atnt of th Navy.

stressed:

".(1)irtqinal contzcls atol " to all rograms and fuac-
tines (i.e., they are tlt applica le solely tc the
financial management area), and

17
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(2) isplementing and carrying out an internal ccntrol-
prcgram is managements' responsibility. [Ref. 7]

lxpardirg the oxiginal versions of both OMB and oD

definiticns of internal control, the Instruction supports

the kzcader connotation of internal control and adds that

internal controls are synonomous with management ccntrcls:

Internal ccntrcls axe the plan of organization and all
of the methcds and measures adopted within the :
Department of the lavy(DoB) to:

-4ateguard rescurces and assure the accuracy and
reliability of infcrmation (accounting controls) .

- ssure adhexerce tc applicable laws, regulaticns
and clicies *and ;cmote operational economy and efi-
ciency (administrative conticls)

Internal controls are manaq ement controls andfuap;y to
the entire range of LoE programs and func icrs.
[Re-. E]

In resEcnse, to xecuirezents of higher headguarters to

ensure protection against waste, fraud, and abuse, the

rarine Ccrps has continued the application of the trcader
definiticn cf interral contrcl. Marine Corps Order (MCO)

7000.15, s and Maintenance of Internal Ccrtiol
vstJe, provides additional clarification of internal

administrative controls:

Admnitrative Contjl. Administrative control prcvides
II --org1ag 1atio5i2 structure and jarameters through
which xissions and goals axe achieved and coordination
and ccbesiveness are maintained. Establishment and
maintenance of adainistrative control is a ccmmand/
managetent responsibility aiplicable to all functicral
areas throughcut am rga ization. Administrative
ccntic4s enerally tave an effect on employee awareness
of irdiviual respcnsibility, create a positive crgani-
zatcnal atttude, act as an incentive to employees tc
foll w jIccedures, and prcv.de ;easonabe assurance tat
the tailure to petform assigned procedures will result
in apliciziate disciplinary action. Command/ Managerial
dec scns pertaininc to administrative control car tave
a direst influence on the quality and adequacy of
acccunting controls. Some administrative ccntr 1. pcce-
duras can also have a significant influence on the tpe..
of internal accounting contrcls employed. [Ref. 9'



NCO 1000.15 is tie initial attempt by the Harire Corps

to adequately explain internal administrative control and

its irterrelationshil vith and impact on the organizaticn.

The setkodclogy provided in the order to facilitate the

implementation of imternal control programs continued the

traditicral emphasis cn internal accounting contrcl. 1CO

!200O.24, entitled gztabisbmneat, Aaatnang, j~ij and

IMSM21D1 2 Agient1.22 !901t2.1 Sy- is piresently in

publication. While ccntinuing tc focus on the broader defi-

ritict cf internal ccntrol , the Marine Corps has adcpted
both tke Secretaxy of the Navy's and DoD's interpretaticn of

internal control as management control. The order pro'vides

increased methodclogy for izpiezenting non-accounting type

contrcl systems.

C. AEGUIZ37 FOR A BECAD DETIITION

The development and practice of the narrow ccnceft of

internal accounting contro~l has enabled the independent

auditcr to limit his legal liability by constraining the

scope of his audit azd subsequent opinion to basically Suan-

tifiatle data. This 1ractice, however, while fulfillirg the

auditcxlrs responsibility tc third parties, fails tc serve

canagezert'S full ramge of needs and is not ascribed to by

the AICEA in whole. Paul Grady, chairman of the AICP1's -

Committee on Auditing Procedures, commezted on the naivete
cf relying solely on audits of internal accounting ccntrcls

in 19!7:

The suggested narzcwing of viewpoint. in my o ~nin
would ccnstitute setious regressio~n and impair th fcun-
daticn of independent auditing. It may sound paradcx-
ical, but there are many endeavors wherein a broader
ccrc*et of responsibility results in a lesser risk...
(Bet. 10]
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Eradford Gran, a Certified Internal Auditor and manager

cf Interial Auditing for a putlic corporation writes:

As a serv4ce tc maxagement, we can and should investi-
gat re.ality,.atncards and the decision tables ascci-
ate witt controls that are apart from pure acccunting
applicaticas. Such ccntrcls are essential to the prcf-
ita le o;eraticn of the business. In fact they are scre

* .iupcrtant to the success or failure of the business
than...accounting ccntrols. [Bef. 11]-

Ecger Carolus, a Certified Internal Auditor, Certfied

public Acccuntant, and President and Chief Auditcr cf a

public ccrporation, described the 1958 AICPA acticn of

dividing the 1949 definition of internal contrcl irto

accounting contrcl and administrative control as:

breakig Humpty Du ty into pieces,...,and until aumlty
Dusty i. put back together again-that is until we
rev xr to te full, inclusive 1949 definition-Ve Vil"
not have a efinitcn of internal control useful a..
intelligitle tc management. [Ref. 12]

Grady, Gran, aid Carclus have acknowledged that the

reliance cn internal accounting controls alone may nct be

adequate to ensure that the organization is operating as

econohically and efficiently as possible in the accczilish-

neat cf its objectives. Pricr to the recording of financial

infor aticz or the safeguarding of assets, there must be

decisic n rendered tc provide direction for the crganiza-

tion. 71ese decisicz processes are participated in ky tc-

lanagenext and are intended tc mcve the organizaticn towards

goal acccm;lishment. Anthony, in Management Ccntrcl in

Jor 11Qqa11a1z sta tes:

Ordinaril5, a formal management control system is a
total system in tte sense that it embraces I as ectE
of the crganizaticna' operation. It needs to be a ictal
system because an ii ortant management function is tc
a.sure ttat all Eazt of the operation are in balance
witt cre another. £Ref. 72.
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lnthcny further states that:

A manacement ccntrcl system should be designed so that
the actions it leads management to take in acccrdance
vith their perceived self-interest are also actions that
are in the best interest of the organization- gcal.
conSruenCe. [Ref. 14]

If tke decision liccess is left unccntrolled, iamagement

decisicns cculd yield to executive self-indulgence or dirEc-

tion that is nct in the organization's best interests.

Eroadening the ccncelt cf internal control to include admin-

istrative controls should not be regarded as ccntrcl of

management decisions, but instead as contrcl of the methcds

and itccedures that Iroduce information on which tc base

lanagemert's decisions. These kinds of controls provide

descriptlve informaticn on particular functions and activi-

ties which enatle managesent to affect organizational

*barucry and coordination. Bruce Jarrett, Vice President and

luditcr cf Parkdale Back in Ccrpus Christi, Texas, empha-

sizes the following key points in the establishmert of a

troadex internal contiol program; first,"improved controls

should lead to isproved profit," and, second, "the ccntrcls

should result in more complete utilization of resources..."

[Ref. 152.

Tie ;assage of tie Foreign Corrupt Practices Act (ICA)

stands as an indication that improved internal contrcl prac-

tices were required to prevent corrupt business Eractices.

The main thrust of tie Act, however, was to enforce internal

accounting control provisions for the proper finarcial

recording cf payments. Uhile it is recognized that
recording cf illegal payments may bring about evertual

disclcsure, the cru2 of the problem lay in the decision

processes leading tc the illegal payments, not in their

imprcer recording. The key issue suggested here is that

guesticnable or illegal payments do not necessarily result

............ ,
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from a breakdown in the system of internal acccunting

contrcls but rather by circumvention of other existing
control systems. Tie ultimate weakness, therefore, was nct

in the internal acccunting contrcls in force, but in the

administrative ccntrols over the decision process LRef. 161.

All tcc often management tends to view questicns

directed at the adequacy of their contrcl systems as if they

were directed at their own personal competence as a manager

and a decision maker. A related issue lies in the matter of

executive cverride cf the internal control system. iMautz

comments on these weaknesses in the control system as they
relate tc executive lrerogative:

Internal control is a good thing and worthy of muck
atterticn. It is rct and cannot be infallible even atlow levels, and the closer one gets to the toi of an
origanization the weaker is the restraint of axed by
internal control. LRef. 17]

Ihe establishmert of an internal control systez is.
expected tc prevent both intentional and unintentional

errors or irregularities at whatever level of occurrence in

the crganization. Sole emphasis on internal accounting

contrcls will not prevent those irregularities as they are

not interded to nonitcr the decision process in the crgari-
zaticn. The size, complexity, decentralization, and rapid
turncrr of personnel (including top management) in tcdaj's

orgaizaticrs necessitate the implementation of a brcader

ccncelt cf internal control tc assure that the totality of

the prccesses ongoing in each sub-organization acheive the

goals and cbjectives of the larger organization. William
Cuchi sakes the follcwing generalizations about ccntrcl in
Japanese organizations:

Org ai2ational life is a life of interdependence, of.re l$rg cn others. It is also a life of ambii ity.
Knc win this, and urderstanding the extreme comple -ty



of irterdependen in their business, the tco
maxagezient...has Sitermined that explicit (ccntrcl.
measures not he tie final arbiter of decisian zak'ini.
They feel that if xost tcp managers agree on what tio.
cc any cught to be trying tc do and how in general it
ou t o go about tat set of tasks, tten they will he
atle tc relY in their mutual trust and goodwill to reach
decisicns iar suierior to anything that a Icrzal
(ccntrcl) system cculd prcvide.

Then furtbexore understand that the i normal, exilicit
mea ureso cntrcl cannot succeed alone. They can
develc .only under conditions of stable employment, glow
evalualicn and promotion, and low career specializaticn.
Even with those aids4  however, the subtle and imjilicit
Bust te 621p9rted aith the crutch of a formal control
and anal s in a large, .ulti-roduct, multi-national,
multi-technology organization in which a complete agrEe-
sent cn values can rever ke realized. JRef. 18]

Baymcnd Reilly, in laternal Ccntrol _i r U.S.-

CgorPSjgaicms: A State of the Art, ;resents yet another lcok

at the issue:

It argues for tie ...joint of view that internal
ccntrcig are all ccntrols which attempt to ensure the
acccipJis.ment O the ...objectives. Any attempt tc
define the issue mcre narrcwly leaves open the .ossi-
bility of a failure to control activities which cculd
lead tc a loss. [sef. 19"

L. 5VBBAJI !.

hbe Irivate sectcz auditors' thrust continues tc te on

interzal accounting controls due to that sector's ccrcern

for the fair presentation of financial statements. The
* develclment of internal controls in the public sector is

follcwinc the same course as the private sector. As a

result, little attention is being directed toward the estab-

lishaent amd integration of internal administrative cctrol

Erogzams. The public sector is attempting to fill the
administrative contrcl void solely by applying internal

accounting control techniques to the totality of the

interral control process.

2.
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7be necessity Icr adeguate internal administrative

ccutrcl licgrams is essential in light of increased ccaeti-

tion for scarce rescurces and the need to o±itimize cjsra-

tional ecccy and efficiency. The size, complexity, and

diversitj cf oxgani2ations require the developitent of

contrcle tc achieve tl~ose gcals.
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I1. IHE DIVEICMENT CF I DEFINIITION OF IN-XRE 1-.

112INISTBATIVE CONTROL

A1 II3h1MX AND DEF]BITIONAL DEPICIENCIES

As a preface to develoEing or refining defiriticrs of

management, internal, and administrative ccntrol, it tears

noting that a literature search on these topics yielded very

few references cutside the rrofessional auditing arera and

little of a conceptual or empirical nature. Infcrmation

that is available, therefore, is written from the point of

view and interpretaticn of the independent auditor, nct from

that cf the corpcrate executive. One major scurce of

saterial was derived from a research project on the state of

the art cl internal ccntrol practices in U. S. ccrporaticns

conducted ty a group under the direction of Robert K. Mautz
from tie Eaton Acccunting Center, University of Michigan,

and underwritten by the Financial Research Foundaticn.

Sautz irtrcduced tie teaz's research findings with the

follcuin ccmments:

Our study has found, and no doubt many ccrporate execu-
tives lave realized, that little actual informatict is
availatle on the sukject of internal ccntrol practice.
Based upon their axalysis of the risks they face uithi-
their ccmpanies, corporate executives apparently have
desi qnd systeas or an ad hcc basis which they find tc
be a eiuate fcr their needs or which they modify from[
ti e c time as such needs become evident. little
excbance cf views across company lines appears tc have
taker 1lace. [Ref. 20]

The ackncwledgement Cf these deficiencies for compre ensive

and current informaticn extends beyond corporate management
to the auditing and accounting professions as well. The

AICPA's Zpecial Adviscry Cc.mittee on Internal Acccurting
Ccntrcl ccluded that:
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At this Fcint there is nct sufficient empiri-al krcwl-
edge of how extensively ccntrol procedures and techri-
gues .a;e eaplcyed, n what combinations, in which
indcitries, in cca~anies of what size, an& sc fcrtb.
Although knowledge cf current practices is not the cnly
basis cn which maxaqement should make judgments, the
lack of knowledge about what a ma orityoc con arie .
have fcund necessary for purioses or elfctive interral
acccunting control further ccaplicates the task cr eval-
uaticn. [ef. 21]

Iz addition to these recognized voids of data, the

literature and commcr vernacular have interchanged terai-
nology and defiriticrs to su-h an extent that rc clear

motict cf use, meaning, or associated objectives is in exis-

tence today. Numexcus ezamples prevail which represent
widespread disparity in understanding and use of defini-
tional terms across the interval control spectrum. Scme
diflexences are cf relatively small consequence; but others

represent fundamental differences in concept. In illustra- L.

tion, tie following selected excerpts present only two of
zany widely divergent views on the scope and nature cf the
term "intermal accourting ccntrol". The SEC reinforced the
AICPI's classical definition that accountihg ccrtrol
strictly constitutes the saleguarding of assets and the

reliatility of financial records in the concluding conzents
cf Release No. 314-131E5:

The term 'internal accounting controls' does not ordi-
nazily encompass all corporate policies and procedures.
Matters of elliciec7, emilcyee relations and prcdro-
tinC Suality control, ±cr example, sLould nct be
9onfu-sEd vih the accountirq controls established to
ins re the reliakility of financial informaticn.
[Eel. 22]

.,-.....

In ccrtrast to this view is Mr. Roger Carolus' ccmert to
the 1ICEA in the "Repcrt of the Special Advisory Committee

cn Interral Accounting Contrcl"

certain elements found in what the comaittee descrites
as the 'internal acccuntijq control environment' are an
integral lart of a well- d 9sined, effective systex of

a26
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internal accunting cont;ol. Examples of suc4 elemerts
are (1) a plan of crganizaticn., (2) the assignment of
reslcnsitility and deleqation of authority 1 a
przcess cf budgeting ana budgetary cc.trl, 4 a
prcgrar cf hiring and developing comEetent financial
exscnrel, and even (5) the process or ensuring a higk
evl c. ethical ccnauc by all employees invoJ.ved Lz

autbcri2in and reccrding transactions ,  safeguarding
assets, ana reporting financial information. [Bef. 2.]

It is essential tc dispose of any preconceived rcticns

attrilutalle to this wide range of conflicting opinicr and

genera] lack of definitional clarity of terms, prior to

embarling cr any new attempts to define terms which have

more cerational relevance in today's management ccntext.

Cver the jears, two contrastig views have developed c the .
validity of definiticts. Cne contends that there is a firm
relaticnship between a word and that which it signifies.
This view further holds that there are true meanings fcr -

words, and that there is a need to identify the true essence .

cf the thing to which the word applies and restrict usage of

words to only those zeanings. The alternative view is that
words have. no inherent meaning in themselves; their meaning
is given ty the specific user. It is essential that the
user clarify how the word is keing used so that the audience

will cot be misled. In this case then, words are scmething
to be used, not something to ke trusted as authoritative or

expositcry [Ref. 24]. The latter vieu represents the
apprcach tc definiticn develolment that will be taker in
this study. Consequently, fccus will be directed cr an
understarding of the concept and the practical use kehind

the term vice or the literary significance of the title or

%ord.

E. TEE 112CRE CE C017BOL

7brccghcut this developmental process, it is imperative

not tc lose sight cf the tasic definition of control,

21
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*regardless cf the modifier. "The definition of ccntrcl is

* really cuite simple: comparing what is to what shculd te.

Anotber variation of this is: control compares realitl with

* a stardard" [Ref. 25;.

A ccmtzcl system is one whcse purpose is to achieve and

saintaizn a desired state or condition. The following expla-

matica cf the elemezts of a ccntrol system is paraphrased

from AntbcnIj's discussion in his text, Managemejt Ccntzol

Any contiol system has at least these fcur

eeets: 1) a zeasciing device to detect what is happening
in the factcr being ccntrolled, 2) a device to assess the

s.ignificance of events by ccmparing information on utat is
actually happening %ith scze predetermined standard or

expectation of what should te happening, 3) a device for
altering tbavior, if requited, and 4) a means of ccmui- -

catizg irfozmaticn between these devices. The transmission

cf infcraation from tie device which detects to the ccntiol

device wIlich compares the data is called feedback. These-

four elexemts are directly interrelated and luncticr in an

intexactive process. ihen huzaD beings are interjected into

contzcl systems, outcomes lose their predictability tecause
cf diffeiences in activation, judgment, perceptions, and-

values. 7he exact mature of the interplay of these huxan

characteristics cannct be cbserved in a guantifiakle way;

however, their influence oftentimes represents the differ-

ence letueer success cr failure in an organization.

Ccnticl systems in organizations have the same focur

elements described atcve. An organization, or any of its
subcoupcrents, has a desired state as outlinced by its gcals.

Information about tie actual state of tiie organizaticn is

compared %ith the desired state, and if the result yields a

significant difference, action is taken. The acticr chosen

can eitlex bring the process back in line with ciganiza-

tional gcals, modify the goals, or can result in a deviation

or circuavertion of tie system.
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C. lEE 57SUCTURI ANE EESIGi CY CEGANIZATIONS

1. Structure and Its C cordininq Mechanisms

A ccntemporary organization cannot exist withcut a

frameucrk tc give it identity and direction. The ccncelts

cf desigr, structure, and ccordination cf an organizaticn in

and cf theaselves ccnstitute control. Gene W. raltcn, - -

states that "....orgarizaticns, after all, are the largest

assemilages in our scciety that have anything reseatlinc a

central cocidinating system. Organization implies ccntrcl,
and ccntrcl is an inevitable correlate of organizaticn "

£Ref. 26:. Tannenbaux further points out:

The cccrdinaticn aid order created cut of the diverse
interests and potentialli diffuse behaviors of members
is larcely a function o ccntrol. Organizaticns are
purposive, hence xanagers need feedback to guide their
acts toward the achievement of these puricses.
Staziaids play a vital role in the planning, coordina-
ticz, an prcblem location which make that reedack
useful. fRe±. 27]

In his book Ile Structuinp of Organizations, -erry

lintzberg develops ccncepts of organizational structure and .-

desict which work together tc form an integrated entity cf

coordinaticm, commurication, and control. He begins by -

defining the structure of an organization as simply "the sum .

total cf the ways in uhich it (the organization) divides its

labor intc distinct tasks and then achieves coordination

among them " [Ref. 28. The division of labor is dictated .

largely by the job to be dcne and the technical system

available tc do it. Coordination, however, proves to be a

much more complicated concept involving varicus Heans

referred tc as "coozdinatirg mechanisms". These cccrdi-

nat.ing mechanisms are as much concerned with control and

commuricaticn as with coordination, and,

29
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five ccordinating mechanisms seem to explain the furda-
mental vas in wich organizations coordinate their
work; multual. adjcstment, direct supervisign, standard-
izaticm cf work lxccesses, standardization of wcrk
outluts and stan eardiza tion of worker skills. These
shculd le considered the most basic elements of struc-
tuxe, the glue that holds organizations together.
Olaf. ;93

"IRutual adjustzent achieves the coordinaticn of work

by the siaple ;rocess of informal communication. Under

mutual adjustment, ccrtrol cof the work rests in the hands of

the dcers" [Ref. 30], as sh~own in Figure A.1. This techa-

nism is a fundamental one and is used in the sirplest as

well as the most complex of organizations. At the outset of

an undertaking, no cre can be sure-exactly what needs to be

done ard kncwledge is acquired as the work progresses. The

success cf the evoluticn, regardless of the degree of envi-

* zonmeztal ccaplemity, depends primarily om the ability of

the irdividuals to adapt to and communicate with each ctker -

along ticir unchartexed course.

is an organization outgrows it simplest state, it
tends to turn tc a second cccrdinating mechanism - direct-
supervision. *'Direct supervision achieves coordinaticn by

laving cze individual take responsibility for the work of

cthers, issuing instructions to them and monitoring their-

actios.... in effect, one brain coordinates several
bands ....' [Ref. 30.2. as illustrated in Figure A.1.

Nieither mutual adjustment nor direct supervision are
Ao absclutely required tc coordinate work. The work can be

standardized. "Cocrdination is achieved on the drawing

board, sc to speak, before the work is undertaken.... The

work 1rccesses themselves, the outputs of the work, and the

inputs tc the work - the skills (and knowledge) of the

people whc do the work - can all le designed to meet iredet-
ermimed standards "[lef. 31].
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fork rocesses are standardized when the contents cf the
work Irq f.ed cr programmed.... Outguts are stan-
dgxd1z1 vaen the results of the work, f r example the
diaersicns of the roduct or the performance are speci-
fied.... Skills kand kncwledget are standardized wher
the kird of training require to perform the wcrk isspecified. [Lef. 22

figure .1 shows the three mechanisms of standardizaticn.

In essence, standardizaticn of skills achieves indirectly

what standardization of work processes or work cutputs

accomllishes directly: it ccntrols and coordinates the

work.

The five cocidinating mechanisms tend to te acti-
vated in different patterns of dominance as the orgarizaticn

transiticrs through its develolment life cycle. As organi-

zaticnal work becozes more complex and worker numbers

increase, tke need fcz leadership to facilitate coordiraticn

and ccntrcl causes a shift from mutual adjustment tc direct

supervision. As tke work becomes even further invclved,

another zajcr transiticn occurs as the contrcl of the wcrk

shifts tc standardization. When the jobs are siaple and

routine, standardizaticn of yck processes may be relied on,

tut acre ccaplex work may preclude this, thus fcrcing the

crganizaticz to turn to the standardization of outputs by
specifying the results of the work and commonly leaiinS the

choice of Irocess tc the discretion of the worker. In a

complex environment, however, even the outputs cftentimes

are nct ccrducive tc standardization, so the orgarizaticn

aust rescrt to standardizing the skills of the worker. If V .

the diverse tasks of the organization prove impcssible to
standardize, the organization must return to the use of the

simplest, yet most adaptable coordinating mechanisa - zutual

adjustment. In the face of highly complicated situations,

the scphisticated prcilem-sclver must ccmmunicate informally

if he is tc accouplisk his work.

3 .-.
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In general beyond some minimum size, most organizaticns
sees tc rehy on standardization where they can; where
they canno, they use direct supervision or mutual
adlustento these two hyirg partly interchangea ble.
Whn direct supervision fails, perhaps ecause t e task
of coordination is toc big for one brain, the organi2a-
ticn will reso t tc mutual adjustment. Alternatively,
w.Er autua1 adjustuent treaks down, perhaps because
there is a need fcr one train to guide.others th'at
cannot agree a.onc themselves,, the organizaticn w"ill
return tc direct sliervision. fRef. 33]

2. Jarts of the (Ua_ aticn

lo understand how organizations are structured, and

therely controlled, xecessitates a preliminary understanding

cf hcu they function. Every organization consists cf a

complez lixture of ccpcnent Sarts, associated functions,

and intexrelationshils. Specifically, it is essential to

know tow work, acthority, informa tion, and decision

processes flow through the various component parts and serve

to defire an organization's structure and control systems.

Just as there is a direct link between orgariza-

tional developmert aid the use of the various cocrdinating

secharisss, there is also a connection between these

elements and the parts of an organization. The orgarizatic.

in its nascent and sixplest fcxm can rely on mutual adjust-

cent tc coordinate tie work ct its operators who are lasi-

cally self-sufficient in the generation of a product or a
service. As the crganizaticn grows and adopts a mcre

complex division of labor within its group of operators,

direct scpervision becomes increasingly necessary fcr coor-

dinaticn and control. 7his sulervision comes in the form of

a manager wio introduces a first administrative divisicn of

labor in the structtze. As the organization continues to

refine itself, sore managers are added - not only managers

cf oezators, but also managers of managers. 7his evolu-
tionary irocess results in an administrative hierarchy of

:...- .



authcrity. As orgarizational complexity increases, stan-

dardizaticn is incoricrated as a further means cf cccrdi-

tating ard ccntrollinG the work cf the operating level. The

respcnsitility fcr much of this standardization is assigned

to a crcIu composed cf analysts.

We can distinguish three ty~es of control analysts hho
ccrres cnd to the three forms of standardization: wcrk
study analysts (sucb as industrial engineers), who stan-
dard12e wcrk ;rocesses- planning and ccntrol analysts
(such as long-rance planners, budget analysts, and
acccuntants) , who standardize outpu s and perscnrel
analysts (icludinc trainers and recruiters), who stan-
dard-2e Skills. Clef. 34-

Anothxr acre extensive aslect in the standardizaticn of

skills is that which is conducted outside the orgarization

rrior to the hiring irocess. The interjection cf these

analysts results in a second type of administrative division

cf lakcr tc the orgarization, ketween operators and managers

who dc ard supervise the work, and analysts who standardize

it. As scze of the ccntrol cver the work was removed from

the cleratcr with tie introduction of supervision, sc a
.orticn is retracted from the managers as well, as the

systeas designed by tie analysts become increasingly relied

upon fcr ccordinaticr. Ancther component may evclve to

indirectly support tie functioning of the operators cutside

the kasic flow of their work. These support units are not

involved in standardi2ation, nor are they to be ccnsidered

strictly as advisors. Rather, they have specific functicns
to pezfocr such as fccd services, research and develczert,

cr putlic relaticns. This erailes the conceptual summariza-

ticn of the parts cf an orcanization as illustrated in

Mintztr's Figure A.2 [Bef. 35].
I-e strategic apex consists of those people whc are

charged with the overall res~onsibility for the organiza-

tion: the top-level managers and their direct su;pcrt ..
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rperscr.el. This level must ensure that the orgarizaticn

serves its mission in an effective way, in additioL to

zeeting the needs of those people who contrcl or otherwise

have jcwer cver the cxganizaticn. Mintzberg suggests that

the execution of this function involves three sets of
duties: that of direct supervisor, manager of orgatiza-

tional tcundary conditions, and strategist.

In amplification, Mintzberg indicates that....

amcmg the managerial roles associated with direct super-
visicr axe resource allocator, including the design of
the structure itself the assignment of people and
rescurces to tasks, the issuing of work orders, and the 3
aut crization of major deqisions made by the emjlcyees,
distu;.ance handler, nvc lving the resolu icn c
conzlicts, exceptic.s, and disturbances sent up the
hierarchy for resolution; mcnitor, involving the review
ot eM 4ciees' act~vitiesi disseminator, involving the
trarstis-ion of irformaion to employees; and leader,
invclving the staffing of the organization and the acti-
vatirg and revardinc of them. In its essence, direct .
supervisicn at the strategic apex means ensuring that
the wtcle organization function(s) smoothly as a single
integrated unit. Cief. 36J

Eintzberg explains the role of managing tcundary

conditicis as one cf managing the organization's relaticn-
ships with its ervircrment. 7his includes informirg imflu-

ential ;ecple in the environment about the organization's

activities, developimg contacts and tapping them fcr infor-
maticn, serving as a liaison fcr those who wish to influence

the organization's gcals, and acting as a negotiator cr even

a figurelead.

Strategy is viewed as the mediator between the crga- S

nizaticn and its environment. Strategy formulaticn draws
from an interpretaticn of the environment and is the devel-
cpment of consistent decisions which balance the orgariza-

tion's strengths and needs, with responsiveness to the .

envircmaent.

*3. ,*
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In ceneral the strate ic apex takes the widest, and asa Xsult the nost ais gact erspective of the organiza-a1;,1umcsu at th4 level ceneraill cbaracterized by
a zan~xum of repetition anu siandardi ation, consider-
able iscretion, and relatively long decision- vakinc
cycles. . utual adjustment is the favored techanis of-
cocidiration among the managers of the strategic alex
itself. Clef. 37J

A chain runs from the senior managers just kelcu the .-*.-

strategic apex to the first-line supervisors who have direct

authcrity cver the operators and this constitutes the

"Middle line". In tzief, the middle-line manager performs
all tke xanagerial duties found at tbe strategic apex, tut

in the ccntext of managing his own unit.

He aust serve as a fIiurebead for his unit and lead its
memlers; develop a metwork of liaison contacts- mcnitor
the envircnment amd his unit's activities and transmit
scme of the information he receives into his oun unit,
up the hierarchy, and outside the chain of coziand-
alIccate resour es within his unit; ne otiate uitf .
outsiders; initiate strategic change; and andle excep-
tiers and conflicts.
Managerial jobs do, hgwever, shift in orientation as
tihl descend in the chain of authority. There is clear
evicence that the 4ob beccmes more detailed and elato-
rated less abstracl and aggregated more iocused cn the
work flow itself, Thus Bne 'real-time' roles .f the
manager - in particular, negotiation and the handling of
disturlances- beccae especially important at ioer
levels in the hierarchy. [Ref. 38] i

The operatirS core consists of those members %ho

;erfczm the basic uork to directly produce gocds and

services for the organization. This level performs four
primary functions: secures the inputs, transforms the irputs
into cutluts, distrilutes the outputs, and provides direct
support to the aforementioned functions. Mintzberg pcints

out that "Since it is the operating core that the cther
rarts cf the organization seek to protect, standardization

is generally carried furthest here. How far, cf course, _
depends cn the work being done.. ." Clef. 39].

...........!",.. '
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The analysts vho indirectly support the orgarizaticn

are fcund in what Mittzberg refers to as the technostruc-

ture. These analysts do not participate directly ir the

cperating wcrk flow, tut instead design, standardize, -lan, .
change, cr train the jeoile whc actually dc the work. I. a
fully develcped orgatizaticn, the analysts' sxills may be

utilized at every level of the hierarchy: production sched-

ules, tize-and-moticr, studies of the operatcrs' wcrk, and

guality ccntzol systems at the lowest levels; middle manager

training and operaticns research studies of infcroaticral

tasks at the middle levels; strategic planning and financial

ccntrcl systems at tie strategic apex. Mintzberg indicates
that "while the analysts exist to standardize the wcrk of

cthers, their own wcrk would appear to be coordinated with

cthers largely through mutual adjustment. (Standardization

cf skills dces ;lay a part in this coordination, hcwever,
tecause analysts are typically highly trained specialists)"

[Ref. 40'.

Ihe final elexent iv an organization's structure is
the suppcrt, staff which is made up of a large numier of

speciali2ed units that exist tc provide indirect su;;crt to

the kasic zissions of the organization. Because there are a
wide variety of sup crt units, conclusions on a favored
coordirating mechanism cannot ke drawn.

Each unit relies cr whatever mechanism is most airro-
priate fcr itself - standardization of skills in the
office of legal council, mutual adjustment in the
research laboratory... However, because many of the
sua;crt units are zighly specialized and rely on prcfes-
si Cal staff, stazdar izaticn of skills may be the
single acst important coordinating mechanism. Lbef. 41]
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3. jhS or a zjjS Virs-2L,.. as A IILtem . Eqi:

Ic analyze hcw these parts function together, it is

mecessarj tc look at the compcnents of the organizaticn as

linked tcgether by different formal and informal systems of

flows cf authority, wcrk material, information, and decision

;rocesses. These systems of flows considered in their

totality begin tc describe the sheer complexity of tie wbcle

crgarizaticz.

The flow of authority is delineated by the crgariza-

tion chart which represents a formal picture of the division

cf latcr. The chart indicates what positions exist ir the

organizaticn, how these are grouped into units, and how

formal authcrity flous among them. This view of the crcani-

zatioz essentially describes the use of direct supervision

as a cooxdiratinc mechanism. Despite the fact that fcrmal

authcrity cnly represents one very limited aspect of the

complex crganization, it must be understood if the furc-
tioning cf organizations is tc be comprehended. Melville

Laltcn, in his study of informal relationships in an

American zanufacturing plant notes the formal structcre

restrains tke informal in three basic ways:

First, the formal largely orders the direction the
infcrmal takes. Second, it consequently sha es the
character of defemses created by the informal. And
third whether the formal is brightly or dimly existent
in tte tlur of contradictions, it requires overt
ccnicriity to its Ixecepts. [Ref. 42]

The functiozing of an organization can alsc be

descrited as a fcrmal system cf regulated flows, or in otler

words, as Irocesses uhich are systematically and explicitly

contrclled. KintzberS asserts that "this view (of regulated

flows) was rot orly a favorite cf early organizational theo-

rists, kut remains the dominant one in the literature of

rlanning and control systems today [ [Ref. 43]. Acccrding

.3.
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to Hintzkerg, the flcws identified in the regulated system

describe the use of standardization and consist of the cper-

ating work flow, the flow cf ccntrol information and deci-

sions, and the flow cf staff information. Operating work

* flows ccZcerfl the movement of materials and informaticE in a

variety cf ways throughout the input, processing, and cutjut

functicns. Due to the nature of these processes, it can te
cbserved that regulated work flow relationships can exist at

any level of the hierarchy where work standardizaticr is

used, but is most characteristic of the operating core.

Cf critical importance to this discussion is a

second system of regulated flows developed by T. 1. Paterson

- those of the formal contrcl systems which regulate the

vertical flcws of information and decision making Irom the

cperating core up the chain of authority. Paterson ccncep-

tuali2es regulated ccntrol flows as vertical channels up and

down the middle line.

Cozands and instructions are fed down the chain of
authcrity, emanating from the strategic apex or a
middle-line positicr, and elaborated as they flcw down-ward. In the formal planning process, examlle,
emeral *strategic' plans are established at the stra-
Gegic arex; successively, these are elatorated intc

prc grams, capital and operating budgets and ope;ating
pla s (e. i., marketing and manpower plans), finall
reacban bte operating core as sets of detailed wcr-
instruc icns. In effect, in the regulated system the
decisicns made at the strategic apex set o.f ever-
widening waves of implementation decisions as they flow
dowz tie hierarchy.

The upward control system exists as a "mana qement infcr-
maticn system", or IS, that collects and godes data or
pertcrzance, starting in the operating core. As this
infcrzaticn passes each level in the h2.erarchy, it is
aggregated until, finally, i t reaches the strategic apex
as a rrcad summary or overall organizaticnal ;excrm-
ancE. [Ref. 44]

ligure A.3 illustrates some aspects of the regulated ccntrol

flows in a firm - the downwurd planning system and the
upward aggregated feedback information on finance and

•rod'ctcn.
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faaemn rasteoxeebckifrmtc is a key
elemert in effective decisicn making. The regulated ccntirol

thatcarke adeat ech eve oftheorganizaticn.
tanaersat differert levels can interrupt the regulated

flow cfinformatiom up and down the hierarchy to make deci-
sions appropriate to their level. Commands coming dcwr are

stopped at a designated level and handled there; imfczzaticn

cn exceptions (those decision situations that caruct be

dealt vith at a given level) are passed up the hierarchy

until they reach a mazager with sufficient formal authority

to handle them. Bcrini [Sef. 47) presents a hypothetical

regulated decisicn system in Figure A.4&.
The regulated flow cf information for the purpose of

leeding staff information and advice into line decision

zaking is tbe third system in an organization. This irfcr-
saticr flows horizontally ketween the line managers in the
uiddle and the suppcrt staff and technocratic gioups on
either side to suppcit the line decision process. Thrzse

specialists design aid operate indirect support systems,

collect specific intelligence information from the external

enviicnsenut, and lend their expertise in dealing with excep-

tions and the planning irocess.

Mintzberg discusses three additional systems of

flows --intcrmal comzunicaticn, work constellation, and the

ad hoc decisions prccess-- which are all characterized by

t'ieir lack clf official organizational recognition, and the
f At ttat they suppleirent, circumvent or are independent of
he systems of fczmal authority and regulated flow

processes. These informal systems revolve arcund the

aspects of unpredictakility, randomness, subjectivity, judg-

ment, activation and diverse personalities and values that

are imbhert to the interactions of unique human teings.

Laltcz defires fcraal or official as "that which is planned
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and agreed upon" and informal or unofficial as "the spc.ta-

neous and flexible ties amcng members, guided ty feelings

and lerscnal interests indispensable for the o~eraticn of

the fczzal, but too fluid to be entirely contained by it"

[Ref. 46. Consequently, a dichotomy arises between the

first twc systems of clear cut formal authority and zegu-.-.-
lated flcws as explicit reflections of organizational struc-

ture and ccntrcl; and the last three systems which are

inforsal, implicit, uncontained by organizational hcunda-
ties, and revolve arcund jeople and their unigue kehavior

and activations. This dimension of the degree of fcraality

will iniluence Lot crly the structure and processes cf an

organizaticn, but will impact also on the behavicr and
prodxctivity of it's sembers.

4. resiag Parameters

Design assumes discretion, an ability to alter the
system. In the case cf organizational s1ructure, design
means turning those knobs that influence the divisicm of
lakcr and the coordinating mechanisms, thereby affecting ..
how tke organization functions --how materials,
auticrity,. itforzation, and decision processes flow
thzcugi I. Ref. 48j

Mintzlerg contends that the "knobs" are nine essential

parameteis that orgarizaticns use to divide and cccrdinate

their wcxk in order tc establish stable patterns of behavior

for ultizate predictability and control.

The first three parameters -- job specializaticn,

behavici fcrmalizaticn, and training and indoctrination--
are ccnsidered in the design of individual pcsitions in the

organi2aticn. Job slecialization relates to the sccpe and
number of tasks and the degree of personal control cver the

work. Behavior can be formalized by job or by work flcw,
where the organizaticn attaches behavior specificaticns tc

40
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the jck cr work; or fcrmalized by rules, where the oigariza-

tion institutes rules for all situations --all jots, all
work flcvs, all wcrkers-- which may specify whc car or

cannct dc wtat, wheze, to whcm, and with whose authczit2. 5

Regardless cf the apiroach, there is ultimately an increase

in predictatility ard ccntrcl and reduced variability in the

organizatic. The training and indoctrination parameters
koth represent the imternalizaticn of accepted or standard-

ized patterns of behavior in the workers.

The next set cf parameters --unit grouping and unit

size-- imfluence the design of the superstructure.
MintzlelG suggests that the unit grouping process estab- p..

lish-est--form---airorii and yerarchy normally fcurd in

an organization.

Given overall organizaticmal needs --goals to be .
achieved missions to be acccmilished, as well as the
technical system to acccailish them-- the designer
delineates all the tasks that must be done... he
designer then confines these tasks into positicns
acccrding to the decree cf s ecialization desired, and
deteruines how forzalized eack should be as well as what
kind cf training ard indoctrination it should reguixe.
The net.step is tc build the superstructure, first bJ
determi ~r what tes and ncw many -ositions shculd be
rouped irto first-crder units, an then what types andgow kary uits should be grouped into ever-mcre-

co re.ensive units until the hierarchy is ccmplete.

Grouping fcrms the lasis fcr direct sufervision and mutual

adjustmer.t via the hIerarchy and the need to share ccmzon

resources. Grou;ing also ccntributes to the standardization

cf cutputs by ;roviding ccmmon measures of perfcrmance.
Unit size revolves aicund the concepts of span of ccntrcl,
cr the xazimum numter of people one manager can cversee

effectively, and the shape cf the superstructure: tall, with

small units and rarrcu spans cf control or flat, with large

units ard wide spans cf contrcl. Mintzberg summarizes his

comments cn size with
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unit size is driver u ty (1) standardization ct 41l
three types (input, work prccess, -output),, (2) sirl.-
larit vin the tasks erforned in a given unit, 13) the
em (1c)es' needs tco autonc ad self-actualizaticn,an Qi) the need to reduceCIlisortion in the flcw c~

infczzaticn u2 the kiezarchy- and it is driver, dcwn by
l1)the need Xor clcse direc i supervision, (2) the neec
~or mutual adjustitent azcaug complex imterdependent
tasks, (31 the extt to which the manager of a unit has
noms~pexVisor y dutil s to perform and 14) the need for .

sembers of te un t. to have treguent access tc the
mamacer f cr consultation or advice, [Ref. 50]

The esta.1lishient, of individual Eositions and the

develciment of the superstructure are not sufficiert to

complete the design clf the entire organizaticn. Irpcrtant i

interdependencies rezain and are accounted for in designing

the tuc lateral link~age parameters: planning and ccmtzol

systess and liaison devices. Tcgether planning and ccrtrcl

systeas directly regulate cutruts and indirectly regulate

tehavior. I plan specifies a desired output or standard and

the ccntrcl assesses whether or not the plan has been

achieved. ?intzbeic distinguishes between two'different

kinds of planning and control systems: one that focuses on

the regulation of cierall performance or after-the-tact
sonitcrimg of results that he calls performance control, and

the ctler that seeks to regulate specific actions that will
take ilace at some future time which he identifies as action

Flanning.

In ctber uords...tle organization can measure outputs in
twc ays. It canouse perfozamce control to measure the
results of a whole series of actions, and use this
infcriaticn to makes changes: 'The profit rate should
increase from 7 to 10 percent,'....Alternativeli car
use ac;ticn planairg to determine in. advanc what
specific decisions cr actions are reguired.: 'Blue
U1 jets should be sold tc customers X, Y, and 2
yh4 re ierformance ocntro1 is a pure means of stanarla
izirg ut ;uts, actioneplanning - because it Srcit4es
particula ac ions 7resembles in some ways thidesigm
parameter of formalization of behavior. L et. 51)
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Io further differentiate between the concepts, hint2ezrg

adds....

eic czance ccntx~l impose* general performance stan- .
axas cer a per2cd of time, with no reference tc

specific actions; action Flanning imposes specitic deci-
sic s and actions to be carried out at specific Zcirts
in tize: and behavicr forzalization imposes the means by
which decisions and actions are to be carried cut.[ lef. !2 ],-,.

Figure A.5 [Ref. 531 shows these interrelationships amcng
decisicne, action planning, and performance control.

liaison devices are incorporated into the fcrzal

structure tc enccurage interactive contacts between individ-

uals. liese devices facilitate informal communicaticn and

mutual adjustment and represent a continuum of established

liaiscn Icsitions, task forces and standing committees,

integrating managers with delegated formal authority, and

the matrix organizational structure. Work that is ccmplex, . .
highly interdependent, and hcrizontally specialized requires
close cccrdinaticn ard therefore would benefit from the use

Cf liaiscn devices. Mintzterg asserts that "Ir general,
given the nature of the work of middle managers --largely ad

hoc tat sciewhat amerable tc structure-- the set of

liaiscn devices (is)... the single most important design

;arazeter cf the middle line" [Ref. 54].

The final parameters used to design the decisicn-
making system are vertical and horizontal decentralizaticn.

These laraseters foccs on the patterns for the dispersal of

power over the decisicms made in the organization. Vertical
decentralization relates only to the chain of authcrity "

the strategic apex and the middle line. Various patterns

are rcssible here.

In scie crganizaticns pcw el remains at the strategic
age....cth~rs, it is deleqated to various leyels ;n
t e midAle llnee sometimes selectively., sometizes in
parallel; and in still other cases, power passes right

[. .-
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to the kcttom of tie middle line, and perhaE. beozd tc
the operatin core. If one generalization is in cra r.
it is that.classic authority patterns c9ntinue to dori-
nate oxganizational ower syttems that is formal Ecer
resides in the firs instance with the cief executive
at tie t lof the kierarchy. from there it is delegated
at his wl. And formal power, vis-a-vis the infcrmal,
still satters a great deal in organizations. [Ref. 5!]

Eorizcntal decentralization trings the technostructure,

suppcrt staff, and cperating core into the power systel.

again there are all Ecrts of Fcwer distributions ranging....

frcs negligible staff groups to powerful ones, from teak
oiezatinc cores to dominant ones. But one foint is
clear. '11 have infcrmal power to the extent that they
contain expertise. Staff groups do more than Jus
advise wven they have the kncwledge needed to make tech-
nica.l decisions cerators accumulate power when ttey
have tle ex ertise needed to execute managerial deci-
sicZs and w en they are prcfessionals, that is, perfcr-
jots fased on complex knowledge and sElls. (Ref. 56

5. he Oranizaticnal richotomy

lhe coordinating mechanisms, the segregation of the

organizaticn intc parts and their functional relaticnships,

the systems of flovs, and the design parameters --tecause

they serve to coordinate the organization--- all infer the

concept cf control. litterer contends, "recent develcizents

in the area of ccntrcl, or cyternetics, have shown (ccntrol

and cordination) to te the saae in principle" [Ref. 57'. A

dichctcy, however, appears tetween these "chjective"

elemerts in SintzbexS's model and the "subjective" factcrs

of individual personalities and social needs. Dalton refers
to the unanticipated effects of this anomaly in _ctivaticn

AnA SLtzcl in QjA2j1atio l....

few things have beer more taffling to managers than the
results ef some of their attempts to develop worxkatle
performance measures and controls, thus channelin2 the
enercies of their employ ees toward the firm's c jec-
tivef. Cften when they least extect it, they encounter
restriction of outjut or departmenta in-fig ting. On

44



one band they find what seems to be apathy, and
in~ifferemce; yet cn the other hand, the keep icv
erang reaarkably imienious methods developed Dy their
sulcidinates Icr beating the system. [Ref. 58)

Eoth Dalton and Hopod acknowledge this dichctczy

in their apiroach to controls. Dalton [Ref. 58) desonites

three categcries of ccntrols: (1) organizational, which tend

to relate tc very fozzal, structured dimensions; (2) indi-
vidual cr self, which tend tc be much less structured and

are cerived from individual gcals, aspirations, and exirecta-

tions; an d (3) infcxrual gzcu; or social, which to a large

extent fall between crganizational and individual ccntrcls

in texas of structuxe and individuals involved and evolve

from zatual commitment to grou; norms. Figure A.6 lief. 59]
sumimarizes Lalton's categories of controls, the respective

administrator, and relevant factors associated with each
type. T.he Dalton mcdel distinguishes each type of contiol

en the tasis of conticl source and direction, behavicral and

ferfoniance measures used for control, signals fcz correc-

tive action, reinforcements or rewards for ccmpliance, and

sanctions for noncomiliance.

Ecpwood [Ref. 60], using a similar classification,

explains how administrative, social, and self controls

affect ccntr.1 cf the firm. Hcpwood's paradigm or crganiza-

tional control, as presented in Figure A.7 [Ref. 61],
denotes tte fact that contrcls of an enterprise are influ-

enced ty otier control systems.

Ealton. and Eopwood are concerned with the tehavior

of individuals, whereas Newman and Amey address structural

models of control and related information feedback

constructs used for regulation. Newman [Ref. 62) classifies

conticl into three types based on temporal considerations:

steeling, I es- nc, acd post-action. Steering controls are

forward-locking and attempt to adjust the process before the
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fact. Yes-no controls are continuous or selective real-tine

screening controls, similar to guality control on a manufac-

turing line where the element of interest is either accepted

cr rejected. Pcst-action controls are activated alter the

fact, lten cutcozes are compared with a standard.

Zost-acticn controls represent performance results infcrza-

tion useful for determining compensation or rewards, and

inputs tc tle planninS process. It is interesting tc ncte

that tie same information may be used for different typEs of

contrcl ty different individuals. For example, a department

bead's antual budSet presentation which subseguently .
receives criticism fics higher management represents Eost-

actic ccntrol fcr that particular department head, ard at

the same tine serves as a steering control tc those depart-
went heads who have not yet presented their tudgets.

Newman's three types of conticls focus on different behav-

iors cr elements of a specific process. Steering ccntrcls

provide direction on low to get from point X to p int Y to

;oint Z. Yes-nc cortrols presuppose the selecticn of the

apprcpriate route frcr X to Y to Z, and measure only execu-
tion and tizeliness at various checkpoints along the route.
;ost-acticn control dces not evaluate the route cr the seans

lut instead is sclely concerned with the end result-arrival

at pcint 2 fRef. 63]. In reference to Newman's model, Zuske

cbser ves:

The aore the Ccntrcller moves the control system towardost-acticn controls and away from steering controls,
he less the Contrzcller can o to change or guide the

prc~ess. If a one-time process is controlled b ost-
acticn cqntrols, everyone will have to wait un{i the
y rccess is copleted lo find cut if it worked cr ncot.
f .steerng ccntrcl is used, a better estimate of

whetkei the estimate will work may be available. Cn the
otter band, controlling some kind of repetitive prccess I
usirs jost-action control allows for changes in future
prcdc Z. Whether a type of control is restrictive or
nos depends to a lar e extent on the situation ard indi-
viduals involved in ihe situation. [Ref. 64

46

-.-. .-.. - I



Amey's [Ref. 65] tyFology is similar to Neujan's

except Axey uses a leedback model to describe the typis of

contrcl. flewman's tefore-the-fact steering contrcl ccrre-
lates directly with Imey's learning model. The learning

framewcrk represents a pattern recognizer to lend assuramce

that cptimal or near-cptimal decisions are made. Newuan's
yes-nc ccntrol corresponds to Amey's adapter, uhich
considers variability and permits feedback fcr new elements .
processed im the system. fost-action control is identified

as the ccapensator, or after-the-fact control, in Amey's

teruimclcgy.

Ecrwood's typclogy correlates closely with Ealtor's .

kehavicral model, jrst as Amel's classification ccrresiords

to Neuman's structural model. The integration of the struc-
ture and behavior aproaches permits the presentaticn of

contrcl alczg multiple dimemsicns.

The differences in the types of control are not im or-
tant in ttemselves. Their importance lies in the ± act
that it any situation in whict there is control, that
ccn tcl can exist alonq multiple dimensions...To under-
stand the influence o a p a;ticular control withir an
organization, one .ust ident.ty the unigue combination
of ccrtrcl characteristics and situational contingen-
cies. [Ref. 66J

igure 1.8 ERef. 671 reflects these multicle dimensicns by
relatimg the models cf Dalton and Hopwood on the bcnizcntal
axis tc tbcse of Newuan and Amey along the vertical axis.

The extent tc which an organization formally designs
its structure, institutes standardization, assigns

authcritl, develops a reliable HIS, sets gcals and ctjec-

tives, and delineates organizational policies and procedures

for coordination and control, can be inconsequential tc the

success cf a control system.

Individuals can orly be ccntrolled inasmuch as they
accert the control... In order for a control system tc
work, koth sides have to agree to it and cooperate. If
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t l individuals participatirg do not cooperate, thqre
w.1lrct be any cortro. It is that simple. Desi rln .
a sistem that the individual controlled will acceit i
prclaki , the key factcr in the design Erccess.

An organization, therefore, can be identified by twc broad,

interrElated dimensicts: the administrative structure with

all its implications, and the situations and interacticms of

people with all the associated diversities and complexities

cf human belavior. as previously indicated, a third dimen-

sion, tle degree of fcrmality, is a direct correlate, and in
Conjunction with tke other two serves to define the p
substarce cf an crgarnzation.

E. 1E! CCICEPT CF flA3AGNZAT CCIITROL

1.- bE elatoneb" of _ani and Contol

he process cf planning has taken on greater signif-

icance in light of acdern advanced technology, increased
envircnzental uncertainty, and expanded organizaticnal size

and cczplexity. Anthony claims that planning and ccrtrol -

are tbe twc most impcrtant activities of any manager. luske "-:.

views ilanring and ccntrol as separate but comlemertary

concepts: L

The Elan is the means by which the manager interds tc
affect the future* cnxrcl is the means by which the
manager ensures ttat the .lan functions....The manager
canct Elan if ttere is no information indicatinc
current status. Cr the cther hand, the manager cannot S
conticl unless there is some plan that indicates the
purpcse cf control. [Bef. 6 j

Ilanning consists of both a process and a structure.

Analysis of Emery's five step planning process and Ickcff's
five jart planning structure reveals a distinct ccnnection """"..

tetween plamning and ccntrol. Emery's CRet. 70] first step -.
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in the Flanning process is tc decide on the values or Erizi-

tive data to be used. The primitive data may te eitker

projected cz historical and may vary in detail deEending on

the level and purpcee of the plan. ame second step is to

'" anipulate these values in crder to determine the ccnse-

guences cf alternative plans. The selection of the best

i plan frca the altezzatives, and the translaticn of the
selected Elan into a form for operational planning are the

third and fcurth steps. The final step in Emery's ;lanning

process is control cf the Elan. Control compares actual

results against the plan and takes apEroEriate actions to

achieve the plan's otlectives.

Ackcff identifies ends, means, resources, isplemen-

tatict, and control as the five parts of a plan's structure.

bhe ends are the goals or cbjectives; means are the poli-
cies, rc Srams, and procedures to achieve the gcals;

resources represent the determination and procurement cf the
type and guantities cf varialles required to execute the
Elan; isplementaticr c6ncerns designing the process for

executic cf the plan; and ccntrol is the "design cf a

procedure fcr anticipating or detecting errors in, cr fail-

ures cf, tle plan and for preventing or correcting them on a

contiruirg basis" fLef. 71]. Both Emery's and Ackcff's

acknculedgezent of ccntrol as the last stage oz part of

planning serves to emphasize the interrelationship and
mutual dependence of ;lanning and control.

Strategic planning, the broadest organizational

Flanning ccntext, is "the process of decidirg on the Scals

cf the orgaization and on the broad strategies (activities)

that are tc le used in attaining these goals" [Ref. 72).
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for the puricse of analysis, it is possitle to

abstract tvc important aspects from the strategic Erccess:

f ormulaticn, and izplementaticn. According to the authcrs

cf Bu s p1icv lief. 73], strategy formulation is the

decision pxrccess vhick determines what the orgaizaticn will
do, kased cn the analysis of four components: market c.pcr-

3 tfnity, organizational competence and resources, personal

values and aspiraticms, and recognized obligaticns to
cthexrs. Strategy izplementaticn, on the other hand, marks

- the first reference tc administrative activity and cantrel.

It ccrcerns the design of the organization's structure,
inforiaticm and ccrtrol systems, relationships, and

1rocesses to permit efficient and effective perfcrmance,

integraticn, and coordinaticn. Top management plays a crit-

IL ical xcle in estatlishing organizational purpcse and

climate. Strategy ialementaticn, therefore, is an adminis-

trative design process aimed at achieving results.
Strategy is a process that is in many ways inherent

to the structure, behavior, and culture of the orgarizaticn

in which it takes place. In practical application, the two
aspects cf strategy tormelaticn and implementation are so

interrelated as to be inseparatle. Organizational structure

•and xccesses constrain the formulation s of strategy;
however, formulatict is necessary before iplementatio can

le meaingfrl, and each must be done in terms of the cther.

Figure A.9 summarizes the analysis of strategic fcraulation

and izpleuemntaticn as a pattern of interrelated decisions.

icralized ccntrol of strategy forulatic a old
cnly serive to inhibit the invation and creativity vital to
this ; access; nevertheless, a control loop which feeds

infor icin back intc this activity is essential tc her.it

reassesssent and modificaticn cf current strategies in light

cf celaned exteral evironaental or i aterna l organieational
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conditicts. Reccgnizing the need to monitor strategic ircg-

ress and ctange, Peter Lorange introduced the concept of

"strategic contrcl"l in 1982 and noted:

Management control practices still continue to play an
ia;5rt ant role as a vehicle for managing toda'a ccT 0o-
ra tigDs, .but they d not seem to have evolvef DM~ i -
cant I tcuard* b in g more explicitly r~congia b12 with
strategy-setting maragement irocesses....it is useful tc
see strategic plaring and ccntrol as se arate aspects
of am cverall *strat egcic rocess hence tie term itjin-

le~ 9to is useV~ f ef. 7413

In this zodel, the strategic process is viewed as a

*discrete direction-setting sutprocess, in additicn to a

*continuous sub-Erocess of modification, follow-up, and

* imprc1Jezeat of this directicn. lorange breaks dcwn the

-L directica-seetting suk-process down into a sequence cf three

steps: (1) Establishment of objectives, (2) strategic

Erogzatming to identify the steps and the resources required

to achieve the iztezded strategic objectives, and (3) delin-

.eatictD cf near-term action for strategic prograzming in
*parallel vith normal cperating activities. To evaluate near

and Icng-tezm progress toward improved organizational effec-

t~iveness and efficiency, the strategic control systen simul-

tanecusly icnitors fcur interrelated performance dimensions:

(1) ccnventional budgetary ccntrol, (2) the annual ilanning

*update, (3) specific control of progress towards strategic

ailestcnes, and (4) critical environmental analysis.

.4~i q.J g aiglxg Tac1!g~ klanniang

Cne traditioral way tc classify planning is either .-

as strategic or tactical. Strategic planning is generally

conducted at the highest levels of management, is cf a

long-ran nature, takces a corporate view, and ccvers the-

entire sccpe of the czganizaticn. it requires large aicunts

cf imfcuiation drawn from outside the organizaticn. This
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data zelates to the future and by its nature is imprecise.

7he strategic planning Szocess is continuous, but the timing

of the decisions is irregular for it is triggered by the

appeanarce cf opportcrities or new ideas.

In contrast, tactical planning is conducted at and

zelates to lover operating management levels, is of shcrter -.

duraticn, takes a functional point of view, and covers the

whole of a suborganizational unit responsible fo~r executing

jarts of strategic plans. Tactical information reeds rely

zore keavily on intertally generated data, and involve a

pzopcrticnally higher use of historical informatict and

xecoxds. 71e tactical planning process is for the mcst part

a perxicdic cycle that is on a fixed time schedule. Figrre

A.10 provides a sumzazized cozparison of the two types of

;lanning.

Steiner contends that "control is a'multidizensicral

term and s~hculd be defined in a manner similar to the treat-

lrent cf plarning.... Control, like planning, has different

zeanincs Icr its diffezent dimensions" £Bef. 75J. it

follows, then, that jirst as loxange developed the concelt of

strategic ccntrol2 vis-a-vis strategic planning, so too, can
a sizilax ccatrol corzelaticn be drawn in terms of tactical

planning.

'4. An2flI.!.. &jji An Control Model

lathony idextifies three types of planning and

contzcl liccesses in crganizationsz (1) strategic planning,

(2) maragement control, and (3) operational ccntrcl.
Strategic planning is synomnacus with the previous defiri-
tion and Steinerls ccrceptualization. Anthony's I"maragement
contzcl" and "operational control" fall under the uzrella IL

cf tactical control and represent vehicles by which infcrma-

tion is fed back to ensure that strategic plans are being
carried cut. In the management control process, the goals
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and tircad strategies established in the strategic Flaning
phase axe accepted as given; implementation of these strat-

egies constitutes maragement ccntrol: "the process hy uhich

tanagezert assures tkat the organization carries cut its

strategies effectively and efficiently" [Ref. 76]..

laragement ccntrol is a continuous but rythmic,

administrative, and persuasive activity that focuses on the

entire organization. This focus implies the need fcr cocr-

dinaticn and integraticn tc assure that all parts of the

ckeratica are in balance with one another. In crder to

coordinate these activities, management needs infcrzation

about each cf them. Although information collected fcr cne

purpcse cr part may differ frcm that collected for ancther,

the data zcst be reconcilable between one secticn of the

crgazizaticr and ancther. The medium generally used to

achieve this compatibility is financial information. This 
inforsaticm is of tic general types: (1) planned data

(programs, tudgets, aid standards); and (2) actual data or

inforzaticn on what is actually happening both interral and
exterral tc the crgazization.

Ixamples of activities to which management ccntrol
applies are the tctal cEeration of most corpcraticns

including judgment irputs on indirect labor, compensaticn

;rograms, training, safety, marketing, sales promotion and

pricing, most aspects of research and development, and the

work cf staff units ard top management.

Anthony distinguishes operational control as a

subset of management control because it occurs within a set

cf well-defined procedures and rules emanating from manage-

sent ccntrcl. Operational control is derived from mathemat-

ical zcdels and is "the process of assuring that specific

tasks are carried out effectively and efficiertlyl"

[Ref. 771. The process is limited to programmed activities

for u°ich the optimum combinaticn of resources to produce a



desired cutlut at tke lowest cost is known, and can be

reduced to a set of logical rules. These rules prescribe

raticnal actions in the ccnduct of day-to-day operations.

2he fccus is on single tasks or transactions, and on things,

mot Ucney. When the cperational control rules fail to cover

all the aspects of a given problem, an exception surfaces

for resclution by human judgment through the zaragement

contzci pIccess.

Exazples of activities that are amenable tc clera-

tional ccntrol are acztcmated plants, the direct Ercduction

cperaticns cf most mamufacturing plants, production sched-

uling, inventory ccitrol, cider receipt and processing,
killing, ;ayroll acccunting, check handling, and sizilar
Eapercxr2 activities. Figure 1.11 depicts Arthcnlls

[Ref. 78" zodel and includes financial and infcxzaticn

handling aslects critical tc effective organizaticnal Ilan-

* r ing and ccntrol systems.
Steiner relates operational control to tactical

planning (ccntrol) uberein "Operationa2 control is the sase

as tkat part of tactical planning... which is automatic in

cperatica and reguires no management attention other than to

determine the automatic decision-making formula" £ Bef. 79].
In summary, management control encompasses the remaining

troad tactical Ilans cf orgamizational functions aiaed at

the accciflishment cI strategic objectives. The type of

contrcl appropriate tcr the whcle of any unit that executes

programmed and nonprogrammed activities is management

contici. The contrcl of tike whole accounting department is

management control, despite the fact that operational

contrcl is apprcpriate for specific features of the %ork,

such as icsting and check writing. Figure A.12 EBef. eo]
presemts a synthesis of distinctions between management and

cperaticial control.
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Anthony describes a matagement contrcl system also

in terms of a structure and a Erccess. The structure is the

crganizaticral arranc ements and information constructs that

facilitate the manageaent ccntrol process.
There are twc types cf structure delineated in the

systes, naxely, a program structure and a reponsitility

center structure. Even though they are discussed sepa-

ratell, they are in practice interrelated. A prcgram is a

product, prcduct line, Froject, or similar activity that the -

crgarizaticn undertakes in crder to achieve its goals. The

;rograz structure is arranged tc collect data on individual

;rograms tc facilitate decisicr-making about resource allo- ..

catica, tc track revenues and costs, and to permit ccilara-

tive analysis. The second way to classify informaticn is by
seans cf the responsibility center structure. A respcnai-

kility center is a subunit of an organization headed by a

respcmsitle manager. Informaticn compiled by responsibility

center is used fcr. nanagement planning, coordinaticn, and

contzcl.

The managemert contrcl process has both informal and

formal characteristics and consists of a set of acticrs ttat

are pxescribed and eiecuted. The key element that differen-

tiates management ccntrol from cther forms of contcl, is L_

that the process is Lct restricted solely to acticns, it

invcl es Eecple.

Management ccntrol is a process for the use of managers. 0
It invqlves the interacticn cf managers with one ancther
and vitb sutordirates. It is a people-oriented
process.... Since sanagers are human beings, psycbolcq-
ica; ccnsiderations are dcainant in management s¢crtrcl1.
Activities such as communicating, persuadin , exhcrti.g,'"
insliring, and criticizing are an importan part cf cte
pccess. LRef. 81].

It is izpcrtant that the acticns prescribed by the struc-

tural design of the system are in consonance with the
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managers perceived self-interest, as well as in the best

interest of the organizaticn. The design of the system

should erccurage goal congruence so that personal gcals of.

crgazizaticnal members are, within feasible limits, ccrsis-

tent %ith the goals cl the crganization as a whole.

lucl of the management control process represents

inforzal ccgaunicaticn and interactions which take the fcrm

cf meetings, conversations, and even body language signals.

in addition tc tlese informal. interactions, Anthcny

[RBef. 82", contends that zcst organizaticns also bave a

systematic formal management control system that car be

thought of as a series cf interlocking subsystems, or
phases: cme fox prc~ramming, another f or tudgetirg, let

anothez for meastring operations, and a final subsystem for

reporting and analysis. This concept serves as the fcunda--

tion for the DOD's cicrrent ]planning, programming, and tudg-

eting system (PEBS) . Each of these phases recur in a

regular cycle and leads to the next activity. In cratina-*

tion, they form a clcsed looE as illustrated in Figure 1. 13.

7be programming phase determines the major ;rcgrams

the organization plars to engage in and estimates rescuxce

allocaticn for the ccaing period. These determinaticns are

made within the conteit of the previously established goals

and strategies, cr ticy represent modifications in strateGy.

If they fall into the latter category, they are considered

part cf strategic planning rather than management ccntrcl;

these twc processes ccnverge in the programming phase.

I budget is a monetary plan which ccvers a specified

pericd of time, usually one year. These plans are initially
conceived in terms cf programs, but in the budgeting jhase
they are ccnverted into terms of responsibility centers.

Thus, the tudget serves as a direct interface between the

program and the zana~er responsible for its total or partial

executicm. The tudget represents a bilateral coKzittert.
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Subject to gualification warranted by unforeseen change, the

respcrsililty center managers agree to produce a Elanred

output with a designated amcunt of resources, and in turn,

their superiors agree to consider this level of pertcrzance

as satisfactory.

Curing the operating period, records are maintained

cn resources actually ccnsumed (costs) and outputs actually

Erodcced. The structure of the records permit ccsts to be

collected bcth by prcgram and ty responsibility center. The

former cost compilation serves as a basis fcr future

Frogiansing; the latter is used to measure the respcnsi-

-iity center manager's pexfcrmance. The operating and

zeasurement phase includes the process of internal auditing

which verifies the accuracy of the quantitative infcrmaticn,

and serves to discourage theft and deviations from plars and

.olicies.

In the reporting and analysis phase, planned cutputs

and inputs are compazed with actual figures. The results

are used tc coordinate and ccntrol current operations, and

to evaluate programs and operating performance. Accounting

inforzaticn, in addition to other data, are aGgregated,
analyzed, and reported to thcse organizational memkers who

are respcnsible for izroving performance. If the plan in

progress turns cut nct to te optimum, the budget and the

.' p~rogram are revised accordingly. Thus, evaluation cf actual .-

"erfcrmamce can recyle back tc the first phase in the clcsed

, loop aaragezent contrcl process.
Cperational ccntrol, as a subset of maragement

contrcl, likewise has a structure and a process. The struc-

ture is restricted to an organizational subunit cr a

narrcvly circumscribed activity and the parameters cf a

mathematical equation of the oeration. The operational
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contrcl jzccess occurs within a set of well- defined Iroce-
Cures and rules derived frcom calculated mathematical cpti-

sization estimates ard managemert control influences. This

system states what action should be taken and it autciati-

cally makes the decisions. The degree of saragement

imvcivement is siall and focuses on management oversight to

imprcie the operational technique, to detect any unforeseen-

failure in the operation cr change in the conditiors on

wlicl tie technique is predicated, or to determine the need

for ccrxrective actior.

5. autz'_1 fol2dl of1 AaaeetCnl.

Eautz fRef. 8--] has developed a management ccrtzol

model .that is consistent with Athony's, but is less elato-
rate. 7be model is derived from the findings of an inter-
discillinary study of internal control in U.S. corporations,
and ticerefcre, draws more frcm an operational rather than a
conceptual context. Maut2 does not discriminate tetween

management control and strategic planni~ng or operational-

contrcl, tut instead looks at its relationship vis-a-vis

intermal ccmtrol and financial control.

In crder to define management ccntrol and to distin-

cuisb it from inteinal contrcl, Haatz develops a first
conceptual12ation cf management control with ideal
emplcjyees. This initial ccnceptualization is based on the

follcviag set of assumptions: a set of management ccndi-

tions which eliminate ccncern for internal errors and irreg-

ularities; prudent, efficient, honest, loyal, and inforzed
employees who are itsusceptitle to inadvertent errors or
lapses of any kind; and employees who, given essential

instrecticns and guidance, are competent and serious

;ertcrmers in accordance with company policies, objectives,

and plans. Given these conditions, the minimum basic struc-

tural elements of a management control system would te:
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I. Establishment of ctjectives (policy) for the
cosalzy ard its operating ccmponents.

2. Ccmuni aticn of objectives tc thcse resEonsitle
for isllenentat on.

3. Ililementaticn
a. Plannin .operations to achieve otjectives.
k. Instructirg eamlcyees about expected Ferfcrm-

amc.
c. Performarce

4. Beview of accomplishment and consideraticn cf
need fcr zodificaticn of llars and policies. [Ref. 84]4

Eis second ccnceptualization of control is ccrtin-

gent cr scre realistic conditions and adds those elements

which are required lecause emrloyees are human and sukject

to tle faults and failings of ordinary mortals. In this

conteit, exployees require suiervision to ensure the utili-

zaticr and conservaticn of the companies resources, an

adequate su~ply cf reliable, timely information for manaSe-

ment decisicns and relorting, and performance which ccrtrib-

utes to the accospliskment cf stated objectives. Tc reduce

the occurrence of employee failure, the management ccntzol
structrze is expanded to include a number of specific lrac-

tices and procedures tailored to the organization's activ-

ites. lo facilitate recogrition of these additions, they

are urderlined in the following outline of system elements:

1. Establishment of objectives for the company and
its cFerating compcrents.

2. Ccmmunicaticn of objectives tc thcse resEonsitle
for isilementation.

3. lIplementation t...
a. Plannin operaticoms to achieve o-jectives.
k. Instructing employees on performance.
C. Performance, Jn1ujQ supervision of

£. tl2aticn3 Of fcutios~ incentives, and

Sqn ul~a if Z res~ r- exi7-te ce

5. Eeviw. of.accomplisbments and. qonsideraticn of
need fcr modificaticn of Flats and policies:

a. For effect of outside forces.
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I ccmparison cf the two structures reveals internal

contzcl as a subset of the management control system.
!nterzal ccntrol measures iztegrate directly into that

systex cnce the realistic assumption that emplcyees are

subject tc errcrs and irregularities is acknowledged.

Closer analysis cf tie two structures leads to a basic defi-

miticr cf xanagexent ccntrol as "all measures taken tc moti-
vate, erccurage, aid assist crganizational perscnnel in
attairin the crgarization's goals within organizational

;olicY" ERef. 86]. The view ct internal control as a part

cI the overall management ccntrol system is inferred by the
defiriticn cf interral contrcl as "those measures designed .
to resiind personnel tiroughout the company of their duties,

to eacorage efficiercy, prudence, and loyalty, and to

provide for timely discovery of errors resulting frcm inad-
vertent lapses and deliberate irregularities, should these
cccur" [Sef. 87]. khereas the role of management ccntrol
encompasses policy Iormulaticn and planning, internal - . "
contxcl is solely the implezentation of this policy and the
perfcrmarce of these plans. Viewed from an alternate

perspective, management's ccntrols are designed tc ilan,

initiate, encourage, guide, and evaluate an organi2ation's

activities. Therefore, any steps taken to affect operaticns
in tie attainment cf organizational objectives can be

included in its overall ccntrol system. In ccntrast,
internal ccntrol is xerely a supplement to basic operations.

it represents additicnal steps taken to limit the occurrence

cf errors and irregularities during operations. Ojeraticns

could transpire withcut internal control, albeit less effec-
tivell; without sanacement ccntrol, operations could not

7::-::::::
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exist. cnseguentl , internal control is no more tian a

functionirg subelemert of an organization's total ccntzol

5 yst 61.

Ivem though internal ccntrol is separate fom P

sanagesent Dolicy fozzulation and planning, it still relies

cn EaraSesent ccntrcl to give it direction and meaning.

Internal ccntrol cannct be evaluated in a vaccuum. "Unless

policy gcals in the form of reasonably specific otjectives

are kncwz, there can le no measures to attain them. Unless

operating plans exist, supervision of performance lcses its

zeaninm" £Ref. 88].
7wc very different ccncepts of internal contrcl have

emerged over time: cze advocated by independent acccuntarts

and anotter by management. This divergence is alluded to in

the fcllcuing excerpt:

The Eur cse of conticl is to get things done as well as
to avcii errors in doing sc. Because of that emthasis
on acccmplishment management's interest in in erral
contrcl is acre Lkely to run to activities to be
perfcrzed, resources t0 be utilized, and intcrzatior
essential for operational use than would the interests
of an auditor concerned with the pro riety of financial
statements for exteinal use. Eief. tY o i a

rue tc tke legal lialility implications of a broader defini-..

tion, tie accounting profession has come to restrict the
meaning cf internal control to those procedures and records
that are ccncerned vith the safeguarding of assets and the

reliaility of financial records. The accountant's inter-

;retatict can be historically traced in official dccuments
and is reascnably clear and specific as to scope and scurce.

Zrom the perspective cf corporate managment, however, there

is nc -cch substantiated support or definitional clarity.
* lbe ccnsenscs of management opinion views internal control

as...
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first cf all a management responsibility, a necessity
if xanagesent is tc te effective in obtaining the gcal-
of tte corporatic. But management sees irterral
contrc. not as tte ong-tive adoption of a unified
system, tut as a ccntinuing series of decisions aftected "
by caging circum tances., An .nuber of events in the P-7.

lif c9 a corporation call for decisions about mcre or
ess .internal conticl. Icss of a key.employee, intro-

.uct icm cf a new .zcduct, ex ansion into a new market, a
business acguisiticn, a strike..., these and ct er
ngxral kinds cf happenings require attention to deter-
Rine wtether resent ccntr ls should be reduced,
inczeased, or held constant. £Ref. 90]

IM general, tberefcre, ccrporate executives criticize

restricted views of control on the grounds of lizited

managelent applicatic and usefulness; as a conseguence,

they have defined internal control so broadly as to be syro-
momous iith the cczcept cf management control. mautz

contends that the term internal control "has been used so

loosely and in so mail ways that it has largely Icst its

ability to suggest ary clear concept whatever" fRef. 91].

7o alleviate any potertial ccnfusion, Mautz recommemds that

indeperdent auditors and managers forego using the phrase

"internal ccntrol" when relatively precise language is

required, and refer instead to "accounting ccntrcl" or

"management control", respectively. The extent to which the

expressicn "internal contrcl" and its relationships have
teen defined and analyzed, will suffice for purpcses of

discriziration, and will require no further reference.

An expanded definition cf management control reveals

its inherent interrelationshif with internal accounting r
contrcl, and is a direct correlate to Anthony's relaticnslip

cf operaticral contrcl as a subset of management contrcl.

In essence, internal accounting control can be viewed as cne

of the &any diverse fcrms of operaticnal ccntrcl.
Conversely, management control is found in these features:

daragexent control integrates ith other maragement
resEcnsitilities azd with management goals and purfoses.
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7
naagqeent Cont;C .is. a ;c4d concept including tctb
posilvue goal. dir ected activites and error and 1xregu-
larity reduction measures, it subsumes internal
acccutting control.

aaezt ccntrol is personnel oriented, directed at
faci itating theii (emplcyees'1. success in attainin.cozany 9cals withir ccmpany policy. fel. 92J

any~~~~ 9ca 0 [e. 2

Cme approach to understanding a contrcl system is to

analyze It in terms cf various interrelationships. Mautz S
conceiies of any control system as a set of relaticnships

ketween ard among (1) jecple, (2) activites to be undertaken

ky tie ;eoile, (3) resources to which they have access, and

14) relcits of their activities and of the condition cf the .
resources as a result of their activities. Both accounting

contrcl and management contrcl involves this same set of

relaticnahips. Anallsis of these four factors in relation

to the twc concepts serves to reveal similarities and IL

differences between lanageaent and accounting contrcl.

() .j je: The duties of each employee should be
executed with the intention of goal achievement.

Compensaticn and incentive factors such as a reward system

encourages economy and efficiency in the Ferformance of

those duties. Contrcl is simultaneously required tc assure
that ;erscnrel dc not engage in counterprodzctive activities

either as a result of misunderstanding or for other reasons.

hus, zanagement ccntrol. encompasses both positive and

rrotectiie characteristics.

(i) ag (3) jccesa IS resources in eoEjje of
utgj: The achievement cf organizational goals reguires

resource accessitility by ajprcpriate personnel. The crga-

nizaticn incurs a risk in utilizing resources to attain the
crganizaticm's gcals. Management "controls" this risk by

limiting tie number of personnel who have access to

resources, by holding them accountable, and by providing

instructicns on what can and cannot be done with the

resources at their disposal.
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L) Oeratin and rsource utilization iecrts:

hanagezemt needs operating and resource utilization infcraa-

tion tc analyze variarces from plans and for decision saking *:-1

;ur~cses. Financial information that reflects acticrs and . -

associated results is recorded and used to meet internal and -

external reporting needs. Io ensure the reliability cf the

accounting data, manaSement ccntrol calls for the separation

cf certain duties ficu other incompatible duties to lisit

direct cr indirect interest in misstating or concealing

facts atcut activities and resources.

hese factois and interrelationships inherent in

xanagient ccntrol are diagrai.med in Figure A.14 [Ref. 9.3J.

7he same analytical approach can be apilied for
acccuztlzg contrcl bith some important differences it the

results. U1) f.211: As previously noted, "Accounting

contrcl ccamrises tie plan of organization and the proce-

dures and records that are concerned with the safeguarding

of assets and the reliability of financial records...."

[Ref. 94", and therefore is interested only in thcse .
emplcees whose activites might have bearing on the integ-

rity of assets and financial statements. Likewise, the
concern of accounting ccntrol relates only tc those

perscnnel who participate in the conduct and recording of

transactions; consequently, the emphasis runs to apprcpriate
authorizaticn ard recording cf transactions, not tc all

duties urdertaken.

(i) IA (1) Access 1S resources in jeEjoa]e of f
uti.l: accounting ccntzol, tased on AICPA definition, is

not directly interested in resource utilization fcr Erofit
Purpcses. Eather, its major interest im resources is "asset

safeguarding".

L4) Q2.n aqd lesource utilization zecrts:

Accourting control it putlicly held corporations exclusively

takes respcnsibility for the reliability and accuracy of
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* accoarting tata used for external reporting to sharelbcldezs,

creditcxs, and cthezrs. In a privately owned corpcraticn,

the external reporting requirement is precluded and the
accounting Zata would be used fox internal decisicr makizg,

cperaticral control, and evaluations.

'The narrower ccncept of accounting control is sizi-

laxly dig-re 4- igure 1.15 Lid.- 95]. A coZpariscn of

the two diagrdms facilitates a aore refined understarditg of

*these asscciated concepts. The more important differences

ketvie samagement ccitrol and accounting ccrtrol are suzza-

rized in Zigure A.16 [lef. 96).

1. 211 CCACEPT OF1372UAL ADBINISTRATITE CONTROL

Every ccalany cr otker or amization engaged in business
tr a act~ 'has two conticl environments, an outside
aM as fa do e nli:!Pat. The outside envircnment
ccniits of the ;upcv ex;ectatifons cf appro; nate
buanBess tehavior in ot~o at angible factors w hich are
lax el keiond the Cr an1 zation 's controf. Alttoui ghwe
rec ?z ze Its impo ta cer we do not include the outs ide

c~ment aspart of a ccfjqany's system of interral
costic t~ecaaae t Is not wit in the company's ccntrcl.

2xcm the outset, because internal aduinstrative ccntzol

Carries ties modifier "internal", it can be inferred that
administrative ccntrcl falls within the sccpe of the inside

crganizaticnal ccntrcl environment. Further differertiation

of the administrative control concept requires an exiansion

Cf Daltcn and Hcpvocd's definition and its relaticrshiE to

previcusly defined ccrtzncl ccrcepts.
Baltcn's definiticn of organizational or administrative

contxcis as those relating to very formal, structured dimen-

sions, imilies that every ctber concept which includes the

element of structure in its definition will consequently

enccalass the administrative ccntro. dizension. a review of
Q the previous subsections, ccnfirms that the Elanning 4to



include strategic planning), management control, and c~eza-

tional ccmtrol systens all ccnsist of a structure atd a

;rocescs; and therefcre, incorporate the element of adminis-

trative ccntrol. 21 asscciating the respective ccntxol

system with the level in which each is generally activated,

it is lossitle tc conclude that administrative control cuts

across all levels of the crganization from the strategic

apex, tkrcugh the middle line and the related analytic and

support grcups, to tte operating core.

Internal administrative coordination and ccntrcl is

derived directly frcs the use cof liintzberg's elements for

structure and design: the five coordinating mechanisms, the
compcnent Earts and their functicns, the systems cf flcws

and their interrelationships, and the design parameters.

lBot all ct these elements, however, pertain tc administative

contxcl. Lalton slecifically states that only those very

formal dimensions are relevant to the concept. Informality,

ky its r8.Ddca and unpredictable nature, denies strccture and

is izpossitie to des!Sn. The formal structure, boivever, can

le desicned to facilitate these informal interactions. 7he

formal elements which contribute to the administrative

contrcl .1rccess are standardization; the divisicr cf lator

into crganizational ccmponents to delineate the formal bier-
archy and the flow cl authority; the regulated flow systems

of wczk, ccrtrol infcrmation and decisions, and staff infor-

naticz; and the design parameters of job specializaticn,

tehavicr fczmalizaticz, training and indoctrination, unit

groupIng and unit size, planning and control systems, fcrinal
liaiscn devices, and vertical and horizontal decentraliza-

tion for decisior-making.

lead's definition cf administration suggests that there

is acre to the ccrcept than the elements of f crzalized
structure.
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_4inct.;ation is the Procesq and agencyo(administrative
~I~1 I r rtructurel which Is responsible for the
deterginatiom of tie aims for which an oriqanizaticn and
its zanagement are to strive which establisbes the
brcad iclacies under which tf~ey are to operate, and
which gives general oversight to the continuing effec-
tiveness cf the tctal operation in reaching the ctk;ec-
tives sought. [Bet. 98]

This definition of adzinistration supports applicability to

the tctal crganizaticn, and provides additional insights

into the existence of a process - a process which determines

aims and establishes broad ;olicies prior to maragement

cperaticxs and goal achievement. if administration '
comprises tie elements of a structure and a process, it can

thereky he logically deduced that an administrative ccntxol

systex will also consist of a structure and a process. This

Fresumptica is ccnsistent witb the contention that a stiuc-

1k ture and a process are inherent to management and opeza-

tional ccntzol systeas; therefore, these same elements must

likewise make u~p an administrative control system.

Icitter analysis cf the cczcepts of aims, policies, and

oversight will yield a letter understanding of the adminis-

trative ccntrol process.

The devisinj cf the pur;oses of action provides. the
'vhat-ccnten' of direc ticz....individualI comprising
Mat s the groups ccmp~ising complexes, and the sutcr-
~ina e complexes ccx ;risinig superior complexes must in
eact case have an enterprise urpose, end, or ctjec-tive.... The devisingomtod or procedues to te
follcwed in achieving purioses provlaes the 'hw-''when:,' and 'where-conte t~ of drcon.. t kad
and enral d-ecisicms are made by managers at the to; of
the leirarchy, and these decisions are made ever Icre
specific hy successive subordinates down through that
iera rff;. Dijectlye decisions..,. serve as a basisttoz

the gulnc o action. Ile vast majority of directive
decisicms are made to guide subor inates in actions
which are repeated frequetl.. managers have devel-
oped numerous devices or tccls to be used in roviding
guicazce for repetitive acticn.... referred toas
SPolicies#, 'procedures, 'practices', 'methods',
'rules'c~,o 'regulations' f routines' I 'sc hedules',
'instruton' specif ica ti onsI, 'designs', etc...
Thege devices are... used th y anagers as criteria of
action, since each of the,, implies a standard of
pezfcruance to be attained. Ref. 99]
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2bese devices fcr repetitive action are summarized im all
f orms cf stand ar dization, formalization, and training.

p Standardization achieves coordination and control before the

* work is undertaken by designing the work processes, cut puts,

and irputs to meet predetermined desired standards. TIhe

* fact that all the flcws identified in the formal tegulated

systex describe the tee of standardization, serves tc eizpha-

size tie importance of this particular Erccess.

formalizaticn is accciplished by attaching behavior speciti-

caticas to the task, to the uork, or by institutizg rules

which specify the what-, who-, how-, when-, and where-

content for all situations. Both training and indcctrina-

* tion represent the internalization of predetermined desired
* cr stamdardized patterns of bebavior.

Ike capability Icr total organizaticnal oversight is

lrovided in part by tie design cf information conduits that

* provide feedback for evaluaticn of organizational progress

*and decision-making. administrative control is tberelore

.implicit in the develcpment cf the organization's M~IS. As a

subset of the M IS , planning and control systems jcintly

- provide direct regulaticn of outputs and indirect regulation
c f behavior. The type that is most closely associated with
administrative conticl because of its futuristic orientation

* and standardized behavior is Mintzberg's "action planning"

*or the one Newman refers to as "steering control". Action

* planning determines in advance what specific decisicrs or

actions are required; siailarly, steering controls are

* forward-looking and attempt to adjust the process before the
fact. Ihis kind of rlanning and control system facilitates

oversight ty reducing the turden for duplicatior in

decisicn-aaking, by its preventative nature,9 and by

- providing an integrated system of information for management

* contrcl to affect ccztinuous and postaction monitoring of

* perf cxfance results.

68



It is possible tc deduce that the degree to which stan-

dardi2aticn and formalizaticn Erocesses are used and ccnsid-

ered izrcrtant within a component part of the organizaticn,

is directly propcrticrate to the degree that administrative

conticl exists at that specific level. Mork at the stra-

tegic ajex is generally characterized by a mirimux of
iepetiticm and standardization, and considerable discreticn;

therefore, the strategic apex requires little administrative
contrcl. 7his is ccnsistezt with minimum constraint cn the

strategic formulation process; the small size of the wcrk

group; tte abstract analysis of acn-recurring, ill-

structured problems; and tle principle focus on infcrzation

feedback ccstructs tc permit reassessment and modification

cf strategies and operational tactics.

7he use of standardization and formalization processes

increase with the shift of orientation to middle maragezent.
and with descent of the chaiz ci authority. Jots beccme

sore detailed and elatorated, less abstract and aggregated,

and acre focused on the work flow and operations, thereby

requiring zcre standardizaticn and formalization fcr cocrdi-

raticn and control. Conseguently, it is possible to

theorize that there is an ever increasing intersity of

administrative ccntrcl as one descends the organizatioral

hierarchy.

Since it is the operating core which actually executes

the lasic wcrk and which the other parts of the orgarization

seek tc ;ctect, standardization is generally carried cut

furthest here. Specializaticn, behavior, work, rules

formalizaticn, and training are processes also ccnsidered

critical fcr coordination and control cf the transformation

cf inputs into outputs. Adinistrative control is most

important and extensive in the operating core.
Ike various analysts of the technostructure are in

reality the "designezs of administrative control". These

6S
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analysts dc not participate directly in the operating work

flow tut instead design, standardize, plan, or train the
perscnnel who actually do the work. Depending on the admin-

istrative ccntrol requirement, these analysts' skills may be

tili2ed at every level of the hierarchy. Evidence of
administrative contrcl in the technostructure itself is

limited due to the professicnal and task- or functicn- '"
specificity of the ucrk. The incidence of administrative

contrcl, then, relates to the standardization of the
anal sts' skills, lut remains disjointed because cf the

organizaticz's requirement fox a wide diversity of technical

expertise. The saxe conclusion can be drawn in terms of

the specialized su;pcit units which exist to provide indi-

rect suijort to the lasic missions of the organizaticn.
Interaction hetweer line management and the analysts of

the techrcstructure is essential to the development cf an

effective administrative control system.

Tle suxrxising thirg is that those men in companies and
universities who have devcted their primary attention to
the bebavicral and motivaticnal aspects of maragement
have had so little to say about the design and adminis-
traticn cf control and.management information systegs.
Because of the pervasiveness of these systems, the
ccntrcller and tle management information sistems
designer aust often make the very decisions which have
the greatest impact cn activation and behavior. This
comes as no surprise to those who understand the nature
and function cz ccntrol systems well; Robert Anthcny
makes the point that: 'The central function o a manace-
mert ccntroJ. systes is motivation: the system should'"e
designed in such a way that it assists and guides oper-
ating anagement tc make decisions and to act in ways
that are consistent with the overall objectives cf tne
organization. I [Ret. 100]

Lespite greater emphasis or ranagement involvement in the
design ard developmert of management information systems,

deficiencies continue to retain in today's environment.

Many managers in bcsiness ccmlain that the romises of
an ancrzation system ag,;alely achieved. reascns
c"antritute to this creiilitn gap: systems analysts
often prciise more than they ca produce, and managers,
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in igncrance of informaticn systems, often expect toc
muck. Ihe computer is not a magic machine t at will
prcuce instant results. Iisconceptions on the part of
usiness manaers and the cveren husiasm o systems

analysts reinlorce cne another with the result that
managers leel let down. Ihis can te avoided tc scce
extent it a~a eipext understands and participates in all
the activities in the development of the inrcrzatic -.
slstem. [Ref. 101-

In order tc ensure tiat the administrative control system

suits management control needs and contributes to the acccm-

Flishient cf organizational objectives, line management must
have an input and clcse interface with the specialists .bo
design the system.

71is close relationship between administrative and

ianagenert control izdicates the need for additional refired
anal sis to differentiate acre precisely between administra-

tive ccntrcl and tke concepts of management control and
operaticnal control. From Anthony's perspective, it is -
clear that the starting point for construction cf the
overall system should be management control because it deals

with the ongoing operation of the whole enterprise.

Although the managezent control system is the logical

starting 1pcint, its relationship to all the other systers

must le xeccgnized. 'lhe adsinistrative control system as a

subset of management control must be designed to take irto
account the needs cf the strategic planners, the line
managers, and the individual operators. it can be clearly
seen that the administrative control sjstem is clcsely
intertwined with each control concept and serves as the
formal framework or glue to integrate the organization.

Despite its inseparable nature and relevance to the

whole crganizaticn, it is possible for the purpose cf theo-

retical aralysis to atstract administrative control aspects

from its counterparts. Administrative control represents

the design cf formalized structure, and predetermined
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acticns and behavior uhose tenets tend to be more stable in

nature. Ibis is not to infer that there is no change, it

zerely suggests that evaluation and change are nct as

dyna¢ic and continucus as that evidenced in mazagement

contzcl. Change in administrative control occurs both or a

rythuic cycle as a result cf regular planning, and cn an

irregular cycle as a new or modified approach is deemed

necessary. Inlormaticn collected from the system focuses on

loth Ecrey and things, but frcm the orientation cf ccrIi-

ance tc lzedeternined standards aimed at economy and effi-

ciency, zather than that of financial or cverall

perfoz ance. Administrative control is strictly fczmal and

draws trcm common exiectaticns of how people react in given

situaticrs, but stols short cf actual operation and execu-

tion. Several disciplines are relied on in the desigE and

implementation of ax administrative control system and the

technical skill reguizements are tailored to the nature of
the wcrk. Administxative cctrol involves some judgment as

to what and hou to standardize, but it also relies cn anal-
Isis cl historical data by technical specialists tc e.sure

the system is rot cnly feasible, but alsc desigred for

econczy and efficiency. Management control, on the ctker . -

band, is tcth fcrmal and informal, deals directly in hucan

interacticns, relies on an understanding of sccial

EsychcloSy in motivating people to achieve desired results,
and relates to current operaticns. Management control tends

to be Senerally "yes-no" and ;ostactive in nature and S

depends a great deal cn subjective judgment and a knowledge

Cf recple. Figure A.17 summarizes distinctions tetween

nanagesert and administratiie ccntrol systems.

Jist as operaticnal control is a subset of management 9..:

contrcl, sC is it a subset of administrative control. The

two ccncepts are distinguished by the strict reliance of

cperaticnal control ca mathematical ,cdels for xcnitcring
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the cutput cf specific tasks, as compared to the erihasis of

administrative ccntrcl on bcth quantifiable and nonguanti±i-

able aspects; dependence on disciplines other than nathe-

natics in the frocesses of structural desicn,

standardization, and formalization; its applicability to

whole organizaticnal units, sukunits, functions, or tasks;

and its zeasurement in terns cf compliance and economy and
efficiency. Operaticnal ccntrol is so highly autciated as

to be ccmputerized; the results of administrative ccntrol
are nct as highly assured because of the limitaticzs of

judgment it the design and structure process, in the
presualticn of expected human actions in given situations,
and in tie interpxetation of the specified actions and stan-

dards kricr to execution. A summary of characteristics
which distirguish operational and administrative ccntrcl is

provided in Figure A.18.
Adairistrative cctrol cam te defined, therefore, as the

process cf desicning the appropriate structure and sieci-

tying predetermined *decisiozs or actions through which
zanagement assures tiat the organization carries cut its

goals and ckjectives efficiently and effectively.

1. SUBBABI

A lack cf clear, current, and comprehensive infcrmation

cn the subject of internal control necessitates reliance on

the lasic definition cf control -- comparing reality with a

standard -- and on am understanding of its close relaticn-

ship tc Ilanning, as joints of departure for further ccmpar-

ative analysis ard development of related control ccncepts.

Ihe study cf this lasic definition in an organizational

conteit lields three underlying interdependent dimensions:

crgazizaticnal structure and design, human interactive
behavior, and a contiruum of fcrmality. Additional analysis
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identities the characteristic of time as yet anctlar

descrijtcr cf control systems. Combinations of these dimzen-

sions it varying levels cf importance and pervasiveness

serve tc distinguish the broad concept of management ccrtio.

from its suksets of administrative and ojerationa2 ccntzrol.

In tte final analysis, management control is tcth a

continucus and retroalective process which integrates stritc-

ture, aoney, things and peoile in the efficient and effec-
tive acccmplishment cf organizational strategies and Scals.
Cperaticral control tracks things and perf ormance and is
restricted to specific programmed activities capatLle of
natheaatic solution ly a set of logical rules to azsure
individual transacticns are executed efficiently and effec-

tively. Administrative ccntrol evolves as the critical

integrating O'glue* of the organization that assists manace-

sent in its role -- it is the formal design of the organiza-
ticn's strrctural fiamework and the predeterminaticn of

standardized decisiors and actions which render crganiza-
tional identity and Eurpose and assure economy and effi-

ciency in clerations.

Ilhe success of tte organization hinges on the adminis-
trative ccntrol elexents cf crganizational structure and

desigz in integrating coordination, communication, and

contrcl. 7The effectiveness of this integration, Frocess is
directly related to the -,uality of interactions azcnc the
designers, managers, and employees, and the extent to %hich
zanagemert understands and participates in its development.
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11- LA_ NISJIATII I CCNTECI CRITERI _IRINCATION AND '._:

EVAJl3T-ION

A. ISIS EcLCTION

Imberent to the establishment of control systems is the

develcpizent of conticl criteria or guidelines that erable
nanagers tc assure tle accuracy and reliability cf their

internal information and to determine how effectively and

efficiently an activity is discharging its responsibilities.
7hese criteria therefcre must le management oriented, appli-

cable to a wide range of organizational types and si2e - , and
useful tc ccntrol system evaluation. The criteria reFresent

a set of guidelines descriptive of satisfactory and attai-

nable Eractice, and permit ccmparison with current operating

FrocEdures for subsecuent evaluation and identificaticn of
areas requiring imprcved contrcl.

I. CCMICL CRITERIl DEVELCEBENT AND APPLICATICN BY

CCRICNEET

Irteinal ccntrol criteria could conceivably be tased on

ccntrcl Iractices and procedures, on objectives, or cm the

compcnents and elements of ccntrol systems. Mautz adopts

the latter approach axd contends:

Anyt ccipletes steq of internal control, whether canage-
ment, (ad inis rative), or accounting, is comprised of
four essential and interrelated components:
(1) tie internal ccntrol environment,

(2) internal contrcl risk analysis,
(3) internal conticl practices (technilues),
(L) irternal contrcl monitoring.

Effective implementation of the components and constit-
uemt elezents cf a system of internal control deperds or
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careful analysis of a variety of characteristics cf the
specific org anizati~n and of the conditions in which it
opcrates. R eccgniticn that internal control systeas can
be analyzed in tenss of their essential components and
the ccrstituent elezents of those components provides a
conceptual and a practical, basis fretbihn
crIteria for the evaluation cf internal control sivstels.
These criteria may te applied to systems of acc~ un tin.
contic., (administrative control), or to systeas o
manageient ccntxol. £Eef. 102)

Folicuing this logic, these four components will be analyzed

and trokin down intc elements to provide a basis for the

develclaent of related internal control criteria.

Ike internal contiol envircnment is created by the crga-

nizaticn's personnel, and in particular by the leadership at

the highest level. Mautz's research supported the ccnten-

tion that:

The ccnticl envizrcrment was what it was because the
chief executive officer either took a keen interest in
it cr set such an example that no one wanted to guestion
the ccapany's standards.. Land) in scme
instances....ccntrollers consider it tio be their duty
continualjly to remind other members ofthe organization
of %bat is expected of them. LRef. 103)

Itere is another aspect of the control environment which

reccgni2*fi that people are responsive not only to positive
stimuli kut to negative ones as well. "If the actual activ-
ities of tie leaders in the organization contradict tteir

statelents, the attitude and activities of others in the
crganizaticn will le affected adversely" [Bef. l104].

Consecuertly, appropriate positive action, of and by itself,
is insufficient to guarantee a desirable internal ccntrol 7

envircmuent; the absence of any negative actions that tend
to cverride or discredit the jositive efforts is ccnsidered
to be of equal izportance. In sum, the elements of a satis-
faotcry ccntrol envixcnment include:

ositve Iecurixgacti n at the approiriate executive
eall i*ress on ail cfficers an epoegs the

natcre and i2;ortance of ccntrol, and. .. a ids any
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em; basis from within the ocrganization that tends tc
ovi rride ccntrcl neasures or that negates established
policy on control. LRef.. 105)

lIe essence of tlese elements is derived from the izpcr-

tance of communication. LSanagers must directly cr in di-

rectly convey their control expectations and feelings to -..

ensure that all mamk~rs have a common understanding ct crga-

nizaticonal purposes aid policies, and to emphasize standards

cf hcnesty and integrity in utilizing and preserving the

orgamizatioz's resoczces. Several vehicles ccmmunicate
management's expectations cn control: a formal code of

conduct, training prcgran emphbasis, open letters to the wcrX
force, distribution of publisled comments by top maragenert, -

reports of action taken in response to transgressions,..

commentary cm other organization's experiences - all serve

to car the desired aessage tc the members of the organiza-

tion [1.1. 106]. Cczmunicaticn, must be a two-way process,

bovever, in order tc assess sutordinate understandirS and

comaitiezt. Occasicmal guestionniires or personal irter-

views, a suggestion tcx, or question and answer sessicrs in

traizing programs permit employees to report their vievs,

observations, and urderstamding of the organization's goals

and Iolicies, and allow manageaent to rectify any sisccmcep-

tions as well as to gauge the general internal control. envi-

ronment attitude. Appendix C provides an example of a

general control environment analysis questionnaire developed
and isleserted by tie Navy Finance Center at the end of

1983.

The Ireguency for reinforcing these control expectations

and standards depends on the nature of the work force and

the mature of the activities performed by the organization.

2ie higher the rate of turnover, the greater the need for
leminders. A different response is required wken work

cpporttmities are lisited, the population is stable, and

'20
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people krom each other well than when the organizaticn hres

from a large netropclitan area and the people view emilcy-

ment with a specific organization as one possibility among

zany, ,ncther influence rests with the sensitivity c°

activities jerformed aid the extent to which the ezplcyees

are subject to temptation.

Ite internal control envircnment is influenced by ccndi-

tions, Zecile, morale, ethical standards, and personal atti-

tudes which change over time and therefore warrant periodic

assess-ert to determine the extent and nature of that effEct

on the environzent. To monitor and respond tc these .

changes, Mautz recozends the designation of an individual
from tc; maragement as respcnsible agent for maintenance of

a satisfactcry contrcl environment on a programmed basis.

2he seccnd ccmponent is the process of risk aDalysis to

identify and evaluate the internal control risks laced by

the orgarization.

Internal cont.rcl risks are influenced by the nature of
the ... activity, by the quality of the laror
markets..., by tie nat re.of he... organizaticnal
structure, by tte *contrcllable and noncontrollalle
internal control environments, and by a varietj of
circumstances and events keyond the control cl the
(organization) . [Ef. 107)

In additicr to consideration cf the organization's circum-

stances, risk analysis must also recognize both the need to

encourage members to pursue otjectives within the scce of

crganizaticral. policies, and the possibilities for the

cocurrence cf errors and irregularitites. This analysis of
the orgarization can be performed on a position by position,

cr cr a function by functicn basis. Mautz reccmmends

consideraticn of both because "the position by position

review is helpful in identifying those positions that are

most sensitive tc errcr and irregularity and therefore most

in need of attention (and) the functional approach relates

7e
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more readily to acccaplishing the purposes of the ccmlary'

jaef. ICE].

The josition and tuncticnal analysis of the organizaticn

will yield a lengthy list cf risks which must be evaluated

cn three dizensicns:

(I rccgition, identification, and analysis cf the
eflct l srais laced or human Iallibility by the

characteristics of the industry1  the cozpany, and its
perscmnel, all frox the standtoint of attaining (cxgani-
zatictal) goals;

(2) agsessmognt of tl grctalle impact on the coffany it
reccgnized risk slicul e realized; and

(31 consideration of the extent to which risk can be
reduced by appropriate conticj. measures. [Ref. 109)

lach ct tke risks cannot and should not be granted equal

atterticr. Even if cz17 relative measures are available for

evaluaticn, each risk should te gauged on the basis of its

impact cn the organi2ation, its probability of occurrence,

and its susceptibility to ccntxcl. Unless cost or ncnaffec-

tibility by control preempts corrective action, some icrm of
restraint should be initiated cn a priority basis fcz thcse

risks raiked high in terms cf irobability and critical crga-
rizaticnal impact.

Ccst-benefit analysis is a general term which apilies to
all technigues used tc examine alternatives and select the
cne tlhat yields the greatest return for a given outlay. The
authcrs cf the Price laterhouse guide j~ Ajg99tijg g~nrl
Eresezt a systematic, but nontechnical approach to the use

ef ccst-kemnefit analysis in determining redundancy, cr the

need for initiation cf contrcls to eliminate cr reduce iieak-
ress. In brief, tie approach consists of the fcllcwing

steps:,

(1) flake a prelimizary assessment of the exposure

(k siae cs ass xou) Use structurei techniques for estimation
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(2) Accumulate data and quantify the readily
guartilialle elemexts

(3) !staklish a rarge of exposure

(4) Narrcw the rarce
(a) Use multijle opinions to establish most likely

exicsuze
it Eank intarni-le elements

Assigr mozetary values to intangibles
-. Accumulate additional evidence, it needed

(5) Make a post-atallsis challenge of the decision

(6) Dccuuent the decision reached [Ref. 110]

•his ajrcach is practical and makes efficient use of

limited rescurces in several ways: it focuses the availatle

time cn significant Iroblems by seeking solutions first for

the greatest kncwn exposures; it uses easy methcds and

subseguently brings in technical approaches (mathematical

modeling, decision theory) -if a solution is elusive; it
allows tkat decisiors can often be made without detailed

consideraticn of intangible, qualitative factors ty first

assigning zcnetary values to the quantifiable factors and

reserving tie others for later analysis; and it considers

the cost cf the time devoted tc the analysis [Ref. 111].

7ke third ccmporent is the selection of approriate

internal ccntrol prccedures cr techniques to counter the

control risks identified in the previous phase. It is

kelpful to xegard these contrcl technigues as prudent prac-
tices ccnsciously itilemented to achieve desired results and

avoid uzdesirable effects. Therefore, "any practice or

device that can be used as an incentive to activate
personnel pcsitively, as a deterrent to prevent or reduce
the prcbability cf counterproductive actions, as a ;recau-
tion tc avcid or reduce the existence of risk, or as a means

to effect timely discovery of undesirable acts of eitter

omission cr commission, may be included as an internal

contrcl irccedure" [ef. 112]. The seven internal ccr tol
techniques published in the _.na g. c2qontancl iD 1955
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;lus an eighth technicue added by Maatz [ef. 113], singly
or in cczbination, support classification in terms cf ircen-
tives, deterrents, and precautions:

(1) Crganization (5) Training

2) Seview (6) Protective Devices

43) Beloxting (7) Clerical Proof revices

(4) lecords (8) Rewards

!lhese eight ccrtrcl technigues will be examined in

greater detail in a subseguent subsection. It bears sumza-

.izirg, hcwever, teat twc elements in the process o a
satisfactory matchir 5 of internal control procedures or

techniques uith identifiable imternal control risks emerge:

the selecticn of ccntrcl prc,.edures to counter those risks

susceptible to avoidance, reduction, and/or discovery, on a

timely ard cost-effective basis; and the chcice cl cte or
sore Ficcedures appzcpriate to each controllable risk

because lrocedures addressing no identifiable risk represent

inefficiency and waste [Ref. 114].
"be fourth and final system component is -that cf moni-

toring ccitzol procedures. The purpose of monitoring is not
cnly to assure satisfactory application of procedures by
respcrsikle members but alsc to periodically review the
adeguacy and suitability of these internal contrcl Froce-

dures. 7o le effective and reliable, the monitoring pxccess
. must ke ;erformed by an individual who is technically cczje-

tent, uziased, and jositive towards the role and resEcnsi-

-ilitl, and who can exercise remedial action if deemed
apprclziate. Just as the ccncept of independence is crit-
ical tc the auditor, the monitcr must be independent bcth of

the perscn executing the contrcl procedure and of the person -""

or perscns to whom the internal control technique ajilies.
rue tc the degree of varying circumstances, conditions, and

intangibles present in so many diverse aspects of internal
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contrcl, smagement's subjective judgment and commcn sense

have teccme primary catalysts to the success of any ccrtiol

detexuimaticm [Ref. 1153.

In zany organizations, an internal audit tuncticn is

estaklisked to moritor the internal control systems.

However, the existence cr non-existence of an internal audit

department does not necessarily represent the extent or

effectiveness of the monitoring activity. Participation

does nct have tc be restricted solely to that department.

It is ±easible to assume that monitoring can alsc he

jerfcrzed by the contzcliers staff, by review ci:mmittees, by

statistical compariscr of similar activities and units, or

ly regulatory and sulervisozy agencies. Ziautz contends that

"internal auditing is a very effective source oil mcnitcring

in many instances (1 u t) it can be supplemented cr even

replaced by other practices and procedures" [Bef. 116).

7be izrlementaticr. of internal control procedures it a

given set cf circumstances must consider an organization's

goals, Eclicies, and the imilications of conditions in the

external environment. Application of these ccntrcl criteria

is acccaplished effectively and economically through the

analysis of the essential elements of each of four ccajo-

nents in any internal contrcl system. This process invclves

a great degree of cdgment and the analysis of nurerous

variables. The success of resultant control detezrminaticms

can only be judiciotsly measured within the context of the

organization's specific situation and the competiticn ior

limited resources.

C. CC521C1 7EClHUIQUIS

Amy undertaking presumes a goal to be achieved, and

certain devices cr ticbnigues for accomplishing this goal.
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Just as success in attaining the goal depends on the knowl-

edge, slill, and .4udgment used in applying the related

tools, tie effectiveress of an internal control syster like-

wise reflects the slill with which control technigues are

used in the ccnstriction and continuous update of the

system. liese techniques were referred to in the Frevious

secticn and a short ezplanaticn of each one will assist in

*explaining their nattre and relevancy.

It has already teen estaklished that organizatict is
*vital to the success of the entity and is a most basic and

important tool in tie construction and design of a ccntrol

systes. Sithout a scund structure, other tecihnigues .uch as

review and reporting are without direction and cannot be

implexented effectively. To achieve a satistactor2 level of.

internal control, organization must provide clear levels and

lines ci authority, delegation of duties, and recognition of
fixed rescnsibilities.. A formalized organization chart

coamuricates these direct lines of authority and res.cnsi-
lility ard reflects the division and specialization of laor

unigue tc a specific entity. Rhen organization is viewed in

the context of functicns, the method of flow charting zerves

to outline the organizational body of controls. 7he flow

chart jrccess identifies and structures control points which

descrite a jarticular role or responsibility, Erccedural-.

steps, and/or transaction flow. Appendix Bl illustrates a

flow chart diagram of a simFle administrative function.
Anctler key internal control concern in organization is

the seEaration of inccmpatikle duties. 7here are sEcitic

functions within each organization which, it perforzed hj a

single Eerscn, could encourage the possibility of errors and

irregularities. As a general rule, Mautz considers the
followinc as inccmpatitle duties:

(1) Eerformamce cf an act or operation and authcri2a-
tic cr recording cf that act ci operation.
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(2) Custcdianshir cr access to property and the keeping
of zeccrds of that Iroperty. [Ref. 11

7he assigraent Cf dcties and the delineation of rescnsi-

tility and authcrity do not in and of themselves Ereclude

circumventicn of contiols, untimely execution, or perform-

ance cutside the scce of the tasks; the provision cf review
cr supervision is tierefore imitiated to discover whether

the assignment is performed satisfactorily.

The technique of review may be activated before cr after

the ezecuticn of an activity or transaction. The timing

serves different purpcses: prereview is aimed at preventing .

imprclex or unauthorized transactions -efore they take
place; Eostreview pzcvides a means of uncovering unauthcr-

ized cr improper actions after their execution and indi-

rectly influences their prevention by acting as a deterrent

[Ref. 11E]. Both tyles of review can serve to substantiate

cmitted duties. Regardless of the type of review, however,

there are two reguirezents applicable to both:

The first is that the review be sufficiently thcrcugh
and ccplete to disclose errors and irregularities.
This zeans that thcse who perform review functions must
kncu tke purpose of the review, must perform it ccnsci-
entiously, and must be free from nay pressure that zight
have a weakening effect on their review. This brings us
to the second requirement: the review must be indepen-
dent. 1hat is, tke reviewer must (1) be free cf any
kind of control cz other retaliatory action from th-
person reviewed, ard (21 be free or any kias cr self-
interest that tight influence him to overlook errcz or
irregularities disccvered. Unless these requirements
are .pcvided, review cannot be considered to contribute
fully to the internal control. [Ref. 119]

Accoidirg to Mactz there are two classes of reEcrts:
inforzaticn and respcrsibility. Information reports ccrtain

data about the status cf the organization's finances and the 9

results cf operations. Balance sheets, income statements,

production statements, forecasts, and variance analysis

reports are examples cf this class of report. The purpose
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of resicisitility relcrts is tc indicate the completicm of a

given acticn or duty and the acceptance of responsibility
for its satisfactory performance. The action may be the

reviev cf at invoice, document, cr procedure, the prepara-

tion cf a ieporter evaluaticti, or the execution of an orera-

tion; tke indication usually takes the form of a signature,
initials, or an inslection or audit report. It stands to

reascm that if reporting reguirements for a particular task

exist, them failure tc repcrt the performance of that task

* is an ezror that will be brought to light and should reduce
future occurrences.

"Feccrds are so fundamental that without them ccntrol

would ke iipcssibJle' [Ref. 1201. The technique of recoids

represents thie collection, classification, and summarization

cf.. data and information needed by the organization for

ccnticl, coordinaticz, and evaluation. Records su;Ecrt

iaforzaticm reports by permitting data verification and

reviezi, indicate ccstodia, accountability and access to

assets, and track cash and investment flows. All files,-

documets, and memczanda are examples of records which
contribute to the sa.Lntenance of an effective control
systes.

Ezplcyees must be educated on their duties and responsi-

hilities, and the standards of performance expected by

sanaguent. This is achieved through training and indcctni-
raticm liograms uhick:

(1) Ocguaint... each employee with the responsibilities
of U~s job.. (tc includey his specific duties, *how
tey are to be erfcrmed, and his reliations to superiors

* and suloxdi~nates alike.

i~j~xilan...to each eaployee the relationshiF of his
u s c heover-all ... objectives and policiss he

can see tie interrelationship of his work with that of
otbers.

13) ;retare.. . each em jlcvee.f9r advanc;ement both tc
im;os ipoyee ical f Iffc1 ncy ano tQ protect...ai Inst te awtiey oss 02 tr anen workers.
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In effect, members cannot make up an organizaticn without

some kind cf traininS and cnly with sufficient trainirg are

contrcl and coordinaticn possible.

Nurerous protective devices have been develcied to

assist ir the safeguarding cf assets: locking cash drawers

and files cabinets, secure storerooms, vaults, safes,

encrylted ccbinatict locks, the services of banking, trust,

and security ccmparies, controlled requisition systems,

security ladge systess. Protection against natural catas-

trophes such as fire, flooding, earthuakes, spoilage, and

detericraticn must also be considered. This can be acccm-

Flished ly sprinklinS and alarm systems; insurance coverage;

formal natural disaster procedures and emergency training; * -

regular, frequent dejosits of tangible assets; shutdcwn

devices; and alternate backup sites, equipment, and dccumen-

taticn. Additicnally, these devices inhibit unauthorized

transactions, theft, security breaches, and manipulaticn cf

data amd assets for ulterior motives. The safeguarding of

assets tircugh the use of appropriate protective devices is

fundamental in any system of internal control.

7tere axe also a variety of clerical devices desigred to

ensure accuracy in the reccrds by preventing unintentional

errors or by making the commission of irregularitites acre

difficult. Many of these devices are mechanical: calcula-

tors, adding machines, memory typewriters, computers, cash

registers, and bookkeeping machines; others are nonmechan-

ical, such as the double-entry bookkeeping system, OCE and

cther printed forms, ireprinted "turnaround" documents, NCR
documents that provide automatic copies, bocks of criginal

entry reguiring cross-footing, established documentation '
procedures, independent duplicate verification of calcula-

tions. The list of available clerical devices is virtually

infinite in length. It is clear that this technigue
contributes to the attainment cf good internal contrcl.
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In su~j.ort of tke emphasis on intermal contrcl as a

positive, ccnstructive force in the achievement of crgariza-

tional ctjectives is the concept of rewards. Rewards ccme

in mazy forzs: sal1ary increases, commissions, bonuses, and

cther nears of persconal compensation; titles, status

increases, symbolic awiards, and other types of reccgniticn;

Froaoticns, increased responsibility and authority, and

cther sethcds of conterring personal power [Ref. 122). Jill
these factcrs have strong uctivational influences which

serve tc bcth encourage~ desired action and curtail that

which is urdesirable.

it can be observed that these basic techniques which

provide the basis for effective internal control ;rccedures -

have a wide range of applications and are highly interre-

lated and interdependent in their actual isplementaticn and

usefulness. Mautz summarizes these characteristics it the

fcllciing illustratict:

Prc vision of adeq uate review depends directly on aFppro-
griteorganiza tict and the reguirement of resicksi-

&ility xelorts. Also, a system of accounting records
may be p;cvided, kut unl ess a variety of clerical Frcof
devices is employed totgive scme assurance of accurac
the dat a proc uced k7 te reccrds are not likely tc er,
reliable. Even pzctective devices such as storerooms,
sales, and cash Riawers are essential if the acccunting
reccrs are tc be dependable. If unauthcrized trans-
acticns axe '-ossible records are unlikely to be reli-
able, and the qreater thex;robability of unauthcrized
tramnsacticnsth less rliable will be the data
providid by the records. Accounting ccntrol withcut
phisical contrcl~ua). be Fossible, but it is extrenely
unlikely. It is impor tant to note that protective
devices, therefore, arewam ortant to the supflyingtof
useful informatior as kol Ias to safeguarding the
assets. [Ref. 123'

Z. CCJIiCI CIITZRIA tIVELOEMENT AND APPLICATION BI FUNCTION

7be Erice Waterhcrse (P1) approach represents an alter-

native tc lautzs derivaticn of control criteria fxom
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contici system coxponents. The PW model explicitly

addresses the concept cf internal administrative ccmtzcl in

the develizent cf citeria, based on control objectives tor

each cxganizatiomal function in a transaction system. The

overall PW approach emphasizes five significant aspects:

understanding the business, financial reporting considexa-

tions, internal accocrting ccmtrcls, cost-benefit analysis,

and administrative ccntrols. These administrative ccntrcls

are differertiated ty their influence on the establisbamnt

of an alpprpriate ccmtrol environment, on the nature of

internal accounting ccntrol jxccedures, and on the satisfac-

tion of internal acccunting ccntrol objectives [BRet. 124]).

Thie civicus emphasis cz accounting control is attrituted to

the fact that Price Waterhouse is in the business of

providing auditing aid accounting services. Nonetheless, it
recognizes a broader definiticn of internal contrcl and

advances the notion that any control that bears upon the

relialility of financial statements, regardless of its clas-

sificatict as an acccunting or administrative control, is
important to the effective implementation and evaluaticn of
the control system as a whole. in this model, administra-

tive ccnticls are described as those "which surround all

business activities (through which) management seekcs to

discharge (its) respcnsibility .. by establishing specific
administrative contxcls designed with that activity in

xind.m [ist. 125]

in this model, administrative controls are grouped into

the fcllcuirg categories:

(1) Cigrai atjton control~s - controls achieved JY the
manner Inw i1.c (ax organization) assigns responsi 1ility
and assigns authority.

(2) CperatLjpgcont~ls -cc~trolwach4.eved throuq adher-
ence to Fc ices axo procedures within the organiza ticn.

;nfcrmkJon tean contxols - ccpitrol acbievel
xub 11 v2 inj i orm ation to appropriate levels0

ma12ag~iei t.v~s ill
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It is apparent that this categorization directly correlates

with and reinforces tie elements of the internal administra-

tive ccntzcl definiticn developed in the previous chapter.

Ike first categcry of orga~nization controls focuses on

the ccaticl technigues of organization structure and delega-

tion of authority and have as their objectives encouraging

adherence to corpciate policies and Erocedures, and

;roviding fcr an orderly authorization process. The crgazi-

2ational structure provides guidance relative tc reporting

relationaships, and functional responsibilities and liinita-

tions cl authority of key individuals. Effective coimunica-

tion cf these assigrients and limitations, in addition to

consideration fcr tie competency of individuals and the

Fotential fcr override of authority are all keys tc well

conticlled cperations. Both structural design and the dele-

gatiom and flow of acthority within this framework estaklish

the parameters for tie decision making process. The authcrs

cf the fle guide~ to Acon.2 gotr view the fcllcwing

as characteristics of effective crganizati~cn controls if:

L1) Organization structure supports management's overall
goals.

12) c~trasework lfcr delegation, and limitation, of
autc ity is well defined.

L 3) Functional assignment of responsibilities is
logic a .
(14) Assigruent of responsibilities is clear.

4uthcrity is delegated commensurate with responsi-

(6) Ade uate and ccapetent supe;vis4.on and staffimi is
avalla.11i with apircpriate coordination and commum oa-
tiom amlcng functiors. f~ef. 127]

Cperatizg control techniques are regarded as ;olicies

and procedures of an organization which provide the frame-

work %itbir whick otter activites are planned, executed, and

contrclled. The operating control system represents a leans
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cf ccturicating gcals, objectives, and acccuntability for

applicaticn in the llanning and evaluation process, and

helps to ensure that transactions are preapproved and within

delegated authorizaticn limits. Desirable characteristics

cf operating ccatrole are:

Li) Suited tc the organizat,on t;ucture and aid in

carrying cut delegated resZonsibilities.

(2) Nell defined, clear and documented.

(3) Well conceived and practical to carry out.

(4) Easy to interpret and aEly. [Ref. 128]

Management's kncbledge and understanding of past,

present, and proposed activities and transactions deperd in

varyirg degrees on the organization's information system.

This information contributes to discipline and environmental

incentives for ccmpliance it day-to-day evaluation and deci-

sion saking. The information system monitors the crganiza-

tion's "pulse" for executive managers who cannot be Fresent

to witmess each transaction cr te aware of each decision

generated at various levels throughout the organization. PW ..,.':

recozends that the review process should weigh sce ct the

follcuing characteristics of an information system:

(I) Irnrzaticn is sufficiently detailed to identify
out_-of-.ie o eraticns or .1oint to possible prclems
havirg internal cortrol im-lications.

(2) Content of the report is relevant to the user.

(3 Form 9f presentation highlights important informa-
tiicn aid alds understanding.

(4) Imformatio. is timeli and reliable enough to be
useful for its Intended purposes.

(J). $jstjibqti9n zatqhes the assigned resio4sibilittes
0 IndivI uals in Icsitions to know that the inforation-
makes sense in the light of their familiarity with wbat
happened.
(6) Information is actually used by recipients with the

;oAIeten;..and time to understand its signifiance and
IM acst, on to take action, If necessary, to aetermine
if there has teen a breakdcwn in ixternal accounting
ccntrcl. [Ref. 129:
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In illustration cf the EW model, condensed descripticns

cf scue realistic and desirable administrative controls are

provided for the functional area of productive assets. In

general, the objectives of ccncern in this area are designed

to enscre approgriate productive capacity acguisiticz in

light cf organizatioral needs, effective allocaticn of funds

in acgre.ate and by product, productive use of existing

assets, and adequate protection of productive assets fxcm

physical lcss or deterioraticn [Ref. 130].

Adtizistrative crganizaticnal controls for ;rcdcctive
assets are derived frcm analysis of the significance of the

assets tc the organization's operations; the size, techno-

logical cczllexity, and acquisition lead times of ;rclcsed

projects; and the prccu-rement expertise of the organizaticn.

Th se factors will determine the formality of the crga-
nizaticn structure needed, including he level of
manacesent invclvexent and alproval. and the sccEe and
natufe of the organizaticna functions and activities
required to ccnticl prodcctive assets. The reviewer
shculd understand how the administrative functions are
delegated and coordinated with cther... activities. The
organi2ation structure an.d. the delegation of authcrity
wit ir tie structcre establish the framework within
which capital spending decisicns are reached [Ref. 131]

7c eisure that appropriate methods are followed, manage-

tent implements and enforces various administrative cper-

ating ccntrcls in the form cf formal policies and Erccedures

uhich prcvide assistarce in planning, control, procureert,

and saintezance cf tie organization's productive assets and

set tie framework tc facilitate the execution cf ctier

procedures and activities. PS identifies significant areas

where 1clicies and Zrccedures for productive assets %culd
contritute to effective manageient control as: "acquisition

and dispcsal of Erodcctive assets, capitalization cf ccsts,

leasing versus purchasing of assets, custody and use of

assets, ard evaluating pctential and actual results of
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acquixiag capital assets'l [ief. 132]. Specific policies to

support these areas are classified in terms of productive

asset planning, lzcject samagemento and operaticn.

Adnmistrative operating policies and procedures in the area

c~f p-lanning consider long and short range planning and ludg-

eting; and the Iropcsal, evaluation and approval of capital

projects. Project maragement policies are developed as they

relate tc the asset procurement and monitoring Zrccesses.
Policies in the operation of assets involve the custcdy and

;rotecticn of assets from loss, the evaluation cf asset

Utili2aticn and Iroductivity, maintenance and repair, and

salvace and disposal [Ref. 133].
Infornation for planning and controlling prcdtctive

asset riccuxement alio serves as an effective administrative

contrcl.

The iniormation system fcr acquiring and using prcduc-
tive assets shculd te sufficient to enable management tc
direct and co~trol the activities and plan lcr the
future. Previous consideration of the unique business
attributes and review of organization and o eratinS
conticla should provide insight as to the typ i in-.cr,

*mation needed, and when and how often it is needed.
[e.134.

To be cselul, this ixformation must be detailed sufficently

to track Frcjects which are proposed, authorized* an~d in -

progzess, and to identity cut-of-control or pctertial

problem areas. The ixfcrm,,ticn must also be distrituted to

the appncpriate reslonsible agent in a form which facili-

tates rather than obstructs understanding, and must be

timely and reliable enough to suit its intended Furfcses.

Lata cm both reguirezents and progress in satisfying those

requirements are prcvided by long and short range capital

Ilans and ktdgets. Ccntrol information is also collected by
project to assist in resource allocation and the evaluation

of results. Other operating information is provided by
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zeans of laintenance, productive assets, and statistical

data reiorts. Appendix E represents an adaptation of Vclume

6 of the -uide to .ccounting Controls and illustrates a

comprekensive breakdcwn of administrative organizaticn,

operating, and iufoxiation system controls into sukactivi-

ties for ease of reference and application to the area of

"roductive assets. In additicral example of administrative
contrcls delineated ty function is furnished by the Navy .
linance Center in Aplendix F.

1. INI11A CONTROL SYS22H EVALUATION

Tie evaluation and review of the control system revclves

around ottaining infcxmation akout the organization and its
Erocedcres ty means cf discussion with appropriate sarace-

aent perscnrel and studying dccumentation such as Frccedures

zanuals, jcb descriptions, flowcharts and decisic tatles.

The develcpment of a prcgram or plan is an effective

apprcach tc organize the evaluation process and systemat-

ically ccllect the zequired iformation. Of equal inpcr-

tance 10 the evaluation plan is documentation of the results
cf the review, to irclude overall internal control otjec-
tives, judgments on internal and external envircmental
factors, administrative control procedures, and f1cucharts

cr other descriptions of the Frocedures and segregaticD of

duties. A consolidated adaptation of the evaluation prcgram
advocated ty Price Wa~erhouse LRef. 135] follows:

(1) Gain an understanding cf the unique attributes and

risks inkerent in the business.

(2) Identify those functions and people that are ismcptant

to piccessixg transactions.

(3) Consider the organizational financial reporting needs.

9.
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(4) Identify ard ccnsider those aspects of administrative

contrcls which establish an appropriate control envircnzent,
influence tie nature cf other ccntrol procedures, cr help to

satisIj ccntrol cbjectives.

(5) Ccnsider whether the control environment prcvides

zeasonatle assurance to maragement and others that ccntrol

cbjectives sill he achieved. S..

(6) State the ccntrcl objectives for each function in licht

cf the unique attzibutes, risks, and administrative

contrcls.

17) Ottain an understanding cf the transaction Erccessing

systex by a preliminazy suriey.

(8) Evaluate whether there is an appropriate segregaticn of

duties within and amcrz functicns and whether administrative

and cther internal ccntrol rzccedures will provide reascn-

able assurance that the control objectives will be achieved.

(9) Identify any objectives which will not be achieved due -.-
to weaknesses, and the appropriate control procedures shich
should be instituted to elizinate any identified weaknesses.

(10) Corfirz the evaluation by testing for compliance thcse

contrcls which are acst likely to achieve internal ccrtzol
cbjectives.

111) iecczmend prccedures be instituted to elizirate any

identified weaknesses when a cost-benefit analysis analysis

indicates that it is 1racticatle to do so.

(12) Ccnclude and prejare a summary repcrt on the results of

the evaluation. .

The method of testing compliance with administrative

contrcls depends on the specific nature of the cortrcls hut

94 .
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will likely involve inguiry, ckservation, and inspecticn of

docunentaticn [Ref. 136]. Administrative organizaticn

contrcls can be tested for ccapliance through discussicn of

the limes cf authority and assigned duties with menters of

the various departnetts and through observation of the

"erfcrzarce of those duties. The results of this exchange

cf irfcrmation may then be compared with organizaticn

charts, job descripticns, and policy and procedures manuals.

Administrative operating ccntrcls likewise lend themselves

to cculliance testing by determining whether operatirg poli-

cies ard ;rccedures affecting critical functions and trans-

acticns are being iiplemented. These tests invclve the

examination of documentation for associated indicaticns of

verificaticn or ajproval (authorized signatures or

initials), and observation to gauge timeliness, efficiency,

and separation of inccmpatille duties. Testing compliance

with infcrmation system controls presumes an understanding

of actual informaticn utilization for control purEcses.

Discussion with emplcyees to determine their interpretation

cf a repcrt's utility, cuntent, an;I resultant actics or
guesticns will Erovide a kasis for the evaluation cf the

contrcl effect of the particular report. The most eifective

test plan fcr a computer system most likely will invclve the

use ct that system. The cczputer, operating under the

control test program designed ty the reviewer, can ke used

to select items for test, make comparative analyses, execute

mathesatical calculations, and to generate exception data.

The evaluatcr can tber investigate the exceptions and eval-

uate tke overall implications of the test results

[Ref. 131].
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Z. suihha

the criteria for control depend on the size, dis.ersicn,

complezity, management philoscphy, structure and groujirg of

an organization. lazger organizations require more detailed
formal dccumentation and communication of policies, 1roce-

dures, standards, and contxcl systems for the effective and

efficient achievement of control objectives. The develcp-

sent cf control criteria can ke based on their afplication

to ccntxcl system ccaponents or functional control otjec-

tives as deemed appropriate to the particular organizaticn.

.egardless cf the aElrcach, emphasis must be placed o the

estakliskment of an ervironment that creates the approEriate

contzcl awareness, attitude and discipline. Paramount to

success is the design of a ccntrol system (whether it be

zanagemert, administrative, or operational) which fits the

structure and managesent philosophy of the organization,

which focuses on the areas of risk inherent to its goals and
sissicr, and which strikes a balance between the ccsts and

lenefits of control. A precursor to evaluation is a review

cf current administrative controls to gain an understanding

of the control envircnment and the organization's mission

and Sractices. In evaluating the effectiveness cf an

internal control system, the zain thrust of testing should

,, directed to the execution cf those procedures which are

critical tc meeting tle organization's goals and objectives.

Compliance tests are conducted to ensure that the cctzol

systea is cperating as intended and are most pertinent to
the evaluation cf administrative controls. These tests

involve the examination of documentation, discussicns with

zanagement and esplclees, and observation of the perforsaxce

cf duties. If the results of the compliance tests reveal

that perfcrmance and controls deviate from that which is

desired, corrective action is required to modify ccntrcls in

,.-
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light af ;ossite internal and external envircnuaentalK ~chanlges, or to reaphasize prescribed procedures and beighten

cant rcl awareness fox greater assurance of compliamce in the

future.
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15azre Corps order 5200.24 Z§bi,"t la.RS n

defines adainistratiie control as:

Adiminstrative ccrtrcls pFrovide the organizational
stiecttre and parameters through which missicns and

* goals- are achieved and cocrdination and cohesiveness are
mairtained. They are designed to assure adhererce tc
applicatle laws, regulaticns an1d policies and, to proincte
operational economy and efficiency. Estatlishmert and
maimtenaxce of adlinistrative control is a command/
manaiesent/superviscry responsibility applicable to all
f un; ticnal areas throughout an organization.Adzmistrative coxtrols generally have an affect on
ezpicyce awareness cf individual responsibility, ccreate
a pcsitive orianizational attitude, act as an inentive
to employees cfollow procedures, and provide reason-
able assurance that the failure to perform assiSned
prccdcres will result in appropriate disciplimary
action. Command/managefment/supervisory decliion
pertaining to admizistra tIve control can have a direct
influexce on the quality and adequacy of acccuntinc

*-controls. Some, a ministrative control procedures oat
also have a significant influence on the type of
acccunting controi s employed.

The Hazre Corps' definition of administrative control is an

all e-ncmplassimg definitior which incorporates saragement

control, adainistratiie contrcl, and operational control as

it relates to pecple, structure, process and the breadth of
focus it tle organization. Administrative control, as
develcled it Chapter and restated here, is:

Th Frc;ess of desin h he airopriat ecttructu e and
siecillicsr ;redetez zinea lecis1 .ns or actions tfro ugh
w iob maniagement assures that the grganization carries
out its go~als and objectives efficiently and effec-
tively.

fredetermized stztcture and process (what an onganiza-

tion Is and what it dces) are not new to the Marine Corps.

Ill forzal organizations possess mission statements and

98



7ables of Crganizaticn (T/O's) which predetermine structure

and ;rovjde an inherent elemert of administrative ccntrcl.
The fcxmaticn of net organizations are guided by dcctzize,

such as LU~et Marin force Manual (MFM) j- which estab-

lishes procedures fcz the formation of Marine Air Grcund

lask Poxces, providing them first with a mission statement

and then with an orgarizational structure tailored tc meet

that ;redetermined reSuirement. Due to the high degree of

decentralization in tte Marine Corps, standardizaticn it the

form cf Cczaandant of the Marine Corps (CMC) White letters,

Standard Cperatimg Pxccedures (SOP's), User Manuals, Pclicy

Zemoxand~ms, Desktop Irocedures, Turnover Files, OFeraticns

Plans and Orders, Ccmmand/Organizaticn/anit orders and

directives, etc., provide additional administrative

contrcls. SOP's, as an example, predetermine structure and

;rocess tbrcugh standardizaticn of all administrative and

operaticral aspects cf a function; establishment of satis-

factcry performance levels and training requirements for

individuals; establishment cf satisfactory performance

levels of functicns; affixing responsibility, accountability

and autbcrity fCr perfcraance and decision-making; estab-
lishzent of methods for coordination between echelcns of

commad, bcth intenral and external to the organizaticn,

and, interface between differing functions within the crga-

aization; establishemnt of methcds to evaluate perfcrmance;

and establishment cl a mechanism to report status and

results. NCO P5215.1F, hq a _ rectie Costpm,
requixes the establishment of a minimum number of sutcrdi-

rate ccmuand directives to ensure consistency (contrcl) with

Headquarters guidance. Each cf these directives should be

localized tc meet the organization's needs and to suFplement

the achievement of efficiezcy--maximum output from a given

guantity of input--amd effectiveness--how well an orgariza-

tion does its jot.

....... .



Predetermined stxicture and process suggest a somewhat

static ccntrol envircrment, one that previously exists which

requires little action frcm the coonand/managesent/

superliscry personnel resEcnsible for the functicn.

Nevertheless, predetezained structure and process is but cne

small crtion of tie overall dynamic management ccnticl
system. NCO 5600.31, i .Scajtjcn an kzintinq RegIIulionsB,

Zrovides icr the review and subsequent certificaticr that

directives administrative controls) are current and reflect

the oleraticns as actually performed in the organization.
Idditicrall7, the LUIne Qoqs ALqal, in paragraph 10 11.3,
provides that ccmmanders shall "make or cause to be made

such in -ections as axe necessary to evaluate all functional

areas of their ccaards and tc keep themselves informed, at

all times, of the overall ccndition of their command." The
Barine Ccrps has idextified, as a prelude to the establish-

sent cf an effective management control program, sce 35

functional areas varling in degrees of risk, that must be

reviewed fcr program implementation. Reviews, like inspec-

tions, cannot be ccnducted by seat-of-the ;ants analysis,

but rather by azbulatory management with active participa-

tion 17 t-ose directly and indirectly effected. The

dynamics of this maxagement ccntrol system encompass the

entire organization and impact on the static mature of

administrative ccntrcl.

In crdez to determine the effectiveness of the ccntrcls
in a functional area, an evaluation (management control

review) lust be made to compare the performance of the indi-
vidual tasks involved in the functional area, as well as the
functional area in tcto, with the predetermined standard.
7he evaluation should also consider the reliability cf the

standard, i.e., before an inspection is conducted to ccapare
the perfcrmance cf a functional area with the standards set

forth in the SOE, it should be determined if the SCP is

100



currezt and complies %ith guidance from higher headquarters.

There are many vehicles in the Marine Corps to assist

coumandexs'/nanagers/ supervisors in conducting evaluaticns

which siculd preclude the "reinvention of the wheel" tetween .

crganizaticns. field Supply and Maintenance Analysis Ofiice

checklists, Supply atd Maintenance Assistance Office check-

lists (internally. generated by some cczuands),

Inspector-General Maxine Coxps checklists, self-inspection

;rogram checklists, and Marine Corps Disbursing On-Site :
!xamiraticn Team (SICOSET) checklists are examples cf the

zany that already ezist which identify the critical areas

for ccnsideration within functions. The Naval Audit Service

audit ;rcgrams assist management in conducting revieus of

their furctional areas to evaluate established controls and

areas wiexe controls may be weak or missing (SECHAVIST

1510. A jrcvides a list and instructions for ottaining -
them). Arendix G provides an example of an aid useful in

the ccnduct of evaluations.

Iilaementaticn of a Management Control Program as a

post-factc concern tc organizational development is nc easy

task. The Marine Lors lanual clearly points cut tkat

internal controls hale always been part of a commander's

responsibilities. The General Accounting Office (GAC) has

publisled Stan4aa f_&R I _rnl oto in the Federal

govr-ment which define the zinimum acceptable quality of

internal ccrtrol systfms and provide criteria against which

systems will be evaluated. These standards also can be

considered technijues useful in developing a ccntrcl ;rcgxam

and evaluating administrative ccntrols as well as the the

anagesent control system. Chapter IV provides sore addi-

tional ccntrol technigues and criteria that both complement

and supplement those irovided ty GAO.

The Ccutroller cf the 3D Force Service Support Grcup
Frovides an apropriate commentary on the difficulties

encountered in isplesentaticn cf an effective progra .
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The greatest stumbling blcck to the effective is~lemez-
tatiom of such a pxc gram is ;arochial perceptions. i.e.:
t~e Suf 11y Otf ~cer ipc initiates acquisition beyond ii~s
finazci l ceiling siajly be cause "they" need it; the
Maixtez~ance officer Vh states he is only a "wrench-
turrex" and doesn't know the dollar value of materials
consumed; or the Ziscal Cfficer who feels he i* orly an
acccuntamt and he told "ftbem". Today's climate of
ccflceZm regarding Sovernzental waste, fraud and abuse
demands that to be a leader one also must be an elfi-
cient zescurce manager. fEef. 1381
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71. INJLIjle 99MI& AND jJCOM. 1DALT1C.S

A. 117ICEOCTZON

The sair purpcse of this thesis has been to determine

the answers to two questions: first, what is internal admin-

istrative ccntrol; ard seccndly, how does it apply tc the

iarive Cczps? In this final chapter, the authczs Eresent

the ccnclusions and recommendations derived frcm this

research effort.

Section B of this chaptez is a brief analysis cf the

data citained from the Internal Administrative Ccrtzol

Guesticnraire. Section C ;reents the conclusions derived

frcm the research and analysis and offers recommendaticns

relative tc the izmlementation of an effective ccntzol.

program in the Marine Corps.

E. AIALTSIS OF 733 GVESTIOAAI.

71:e guestionnaire generally asked for an honest,

personal interpretaticn of the phrase "internal administra-

tire ccntrol" frcm personnel responsible for the izplementa-

tion cl the. Marine Corps' Management Ccntrol Program at

twent]-fcur major field activities. The Suestionnaire also

asked each activity tc provide, through answers to the ques-

tionnaire, evidence cf how internal administrative ccntrol
applied to them. Ite guestionnaire was sent out sutsecuent

to prcaulgation of larine Corps Order (!1CC) 7000.15 which
directed the establishment of ccntrol systems and ircvided

Eeadgtarters' definiticnal interpretation. Besponse tc the

guestlcnraire was ccmsidered good, with fifteen cf the

twenti-fcur commands replying for a 63% response rate. A
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revi of the responses reflected that all but two respon-

dents sixply reiterated the definitions included by

Beadguarters, Marine Corps in its previously Futlisted

Order. lbe informaticn provided by those two respondents

has beer incorporated in Chapter IV of this thesis. .,

Particularly helpful in this effort was the response of

Major rE.C.Zay, Comptroller of the 3D lorce Service Suppcrt

Group. In a separate letter to the authors, he provided

unusual insight on tte subject matter. His letter has been

refererced in Chapter V. As a result of the "party line"

response by the najczity, the questionnaire did not prcvide

the autbcrs with any significant input as to the application

of irterral administrative ccntrol in the Miarine Corps.

* C. CCACIUSICNS AND 12CCMRIA17IONS

A literary search provided relatively little information

* of use to the authors on the subject of internal adainistra-

* tive ccntrcl. While nost auditing literature mentioned the

I topic ard its importance to the overall control Erograme

disoussicns centered around accounting controls. Maragement

* control teits also reflect a void of discussion or the

subject. As a result of significant research into the area

I ocf ccmtrcl, in general, the following conclusion's relative

* to interral administrative ccntro. have been derived: first,

administrative contxcls are those predetermined ccntrcls

that give purpose, direction and meaning to the orgariza-

* tion; second, administrative control applies to all levels

* of the crganizaticn, and management (at all levels) is

* respconsille for the ccntrols being in place and purposeful;

and third, administrative controls are reflected in three

dimensicrs in the organization; as organization controls
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defining structure and delineation of authority and respcn-

sibility; as operatins contrcls Iroviding process and ;roce-

dures; and, as information system controls which tailcr the
system tc promote effective decision-making.

Adaitistrative ccntrols have applicability to any crga-

mizaticn that reguires purpose, direction and meaning, tut

they cannct exist in a static environment. As a result of

envircnmental changes, personnel turnover, value changes,

and goal redirecticr, adzimistrative controls must. be

dynazic, thereby demarding constant review and update. The

dynamics of administrative ccntrol preclude separaticn fim

sanagememt ccntrcl, and, as a vital part of the organiza-

tion, are intended to assist vice hamper management in the
allocaticr cf scarce zesources.

lke authors make the following recommendations fcr the

implementation of effective administrative controls:

(1) tours for ccmmanding officers should be lengtheLed

to permit a more intizate knowledge of the requirements for

organizational contrcl and to permit the adaptaticn of the

management inforzaticr system to meet their needs;

(2) top-level management must take a more active rcle
in estaklishing a pcsitive ccntrol environment, necessi-

tating evaluations of both themselves and their subordinates
relative to this respcnsibility;

(3) managers at all levels must have increased inrut

into the design cf maragement information systems tc jrcvide

them witt feedback on the adequacy of their ccntrols;

(4) the zanaSement information system must have
tuilt-in flexibility to permit the tailoring of the system "-.""

to meet changing management and environmental demands; ana,

15) courses of instruction for managers at all levels.
bhe xeguirements for commanders, managers and suEervi-

sors to establish control over their organizatticn have
existed cver time in the Marine Corps, as illustrated ty the

10!
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".&;_s Mang 1jj and self-inspecticn prograirs. A
consclcus, concerted effort and increased understandirg at

every level of the crganizaticn is required to achieve a

satisfactory management conticl rrogram.

IL
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figuze A.1 Ikte Five Ccordinating Hecabanisms.
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figure 1.2 The live Basic Parts of Orgauizaticns.
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Figure A.3 An illustration of Rlegulated Control Iflcus.
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Performance Control

Figule1Te Relationship tetveen Planning aad Ccatrcl.
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Control
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enterprise

corl lfcontrols

Pigure A7 Pattern cf Crganizational Control.

*.. p*.*S... Wjp.



I7

Administrative Social or
or Informal

Organizational Group Individual
Learning or Use of Advising a new Setting short.
steering projections to employee of term personal
controls determine group norms performance

potential bud- goals based on
get variances a desired

professional
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years hence

Pattern- Quarterly bud- Not being Asking for a
recognizer or get review to invited to promotion after
yes-no controls determine socialize after successfully

whether a work with negotiating a
project should coworkers large contract
continue

Compensatory A bonus given Kidding a Leaving the
or postaction to a manager colleague about organization
controls for keeping having lunch after not being
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Pigure A.8 Exailles cf Centrol in Organizaticns.
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fDeciding what to do) (Achieving results)

1. Identification .Oon structure
of 000"utlyand relationships

and risk

t I).

2De in nng resonsibility

the company I'srm~nSytm
1~at-"" "--'ai*2. Organizational pucuee
financial, and Pattern of and behavior

*aiwa eore purposes and Standards and
policies measurem et,
defining the Motivaion and

3. d1rso alus an comoan and .Sy"
aspirations of senioro in busie Control systems
management Recruitment and

dio evomn an-

4.Acnoldg ment 3.To eaeurship 4

of nonieconomic Strategic

reinon lnr ..- gnto nu

to societyeron

isu ne m .9 RrratugiC Ftru lationl and Iplelmentatic".
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Strategic Planning Tactical Planing

Level of conduct Highest levels of Lower management levels
management

Regularity Continuous process, timing Periodic cycle on a fixed
of decisions is irregular time schedule
end as need arises

Subjective values Heavily weighted with Less subjective

subjectivity

Range of alternatives Broader Narrower

Uncertainty Nore Less I--
Nature of problems Unstructured; one of a more structured; repetitive

kind

information needs Derived from and related Heavy reliance on internal
to external environment; data. historical records.
futuristic; imprecise; and accounting information
tailored to each problem

KTime horizons Usually long time spectrum, Shorter duration and more
but sometimes shorter based uniform

on the subject

"-,.

Completeness Entire scope of the Whole of a suborganizational
organization unit executing parts of

strategic plans

Reference Source or origin for all Executed within and in
planning pursuit of strategic plans

Type of personnel Top management and staff; Large numbers of managers

R etuaiy Brnioadfe details tiin etild yeonaied'.

mostly involved smaller numbers and employees

Ese of evaluation Results evident often only Easier to measure effectiv ness
..Iafter several years; and efficiency; results are

difficult to measure quickly evident and traceable

to specific actions

Development of New and generally debatable; Experience to guide
objectives, policies, minimal experience in development and evaluation
strategies judging correctness

Point of view Corporate Functional

Ligue A.10 StrateSic Planning versus Tactical Planning.
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II

Internallyj Oriented Processes

L Strategic Planning - I
n

0

Management r_,.__--Control In , .:
•a

-~ t

EO [ Operational 0
Control nol.Proce.:es.

Externally Oriented Process n I__

[Financial Accounting I,_n :::

Figure 1. 11 Anthcal's Planning and Control Processes.
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I I MANAGEMENT CONTROL

* All Personnel

Ii

Maximum accomplishment Ef cient performance

with minimum risk within established policy

Goa1 3t1a2mn All functions
Operational Reliability Purchasing/ Production

Resource utilization Adequacy Marketing
Financial Timeliness Financial

Resource acquisition IPersonnel
and allocation

Aco ig data for

External reporting
Compliance with requirements
Avoidance of over-disclosure

Internal uses
Decision making
Evaluations

-FIgure 1.14 Haragenent Control Interrelationshi~s.
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ACCOUNTING CONTROL

Financial reporting and asset safeguarding

.permsnel

independet counts effor and irgularites

Accountability for custody Compliance with Authorized/ unauthorized
Limitation of access GAAP Recorded/unrecorded

Accounting data for

external rporting I

Figae A 15 Thelate-reatinsb ps n ic ouningccnxcl



management Control Accounting Control

Scope Broadly inclusive Specifically limited

on a timely basis, of
errors and irregularities
in published financial
statements

Purpose Description of management Description of audit
opportunities responsibility

Intended application General Restrictad$ special
purpose

Precision Mnialyn Significant

Source Activities of corporate Independent auditing needs
officers and pronouncements

Gal Operating and financial Prevention and detection
jG aleffectiveness for profit of material errors and

purposes irregularities in Published
financialn statements

Personnel to be ALl personnel in the Personnel phose activities
controlled orgainizaton affect financial reporting

and asset safeguarding

Functions All (production, finance, Financial reporting, asset
personnel, makting, safeguarding
accounting)

Financial data Internal and external External reporting only

- reporting

rigure 1.16 Haragesent and Accounting Contrcl Differences.
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Administrative Control Management Control

Focus On whole organization On whole organization - "

Emphasis Highly structured; prescribed Attainment of corporate 0
procedures and policies goals

Regularity Continuous process but timing Continuous, rythmic; follows
of decisions irregular as need a definite pattern and
arises timetable

End result Predetermined policies and Action within prescribed
procedures policies and procedures "

Purpose of Lead to expected results Lead to desired results
estimates

Persons primarily Staff, line, and top Line and top management
involved management
nuAmber of persons Larger Smaller •

involved

Mental activity Administrative, conceptual, Persuasive, behavioral,
analytical evaluative

source discipline Interdisciplinary Social Psychology
(Engineering, Planning,
Production, Accounting,
Systems Analysis)

Appraisal of the Less difficult .ore difficult, subjective
job

easurement Predetermined standards; Measured both in financial I -
compliance or noncompliance; terms and nonquantifiable ,
economy and efficiency terms relative to overall

performance

Data Before the fact Real time and retrospective "

Judgment Prior judgment based on Continuous judgment and
expectations evaluation of judgment

Control Framework and narameters Controls things, money, and
to control action and things peopLe

Degree of High degree due to historical Not as high due to human
assurance input and comparative variables and subjectivity

guidance

f0

Figure A.17 Admia lstrative vezsu anageaent Ccntrcl.
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Administrative Control Operational Control

Focus Both progranmable and Calculated; programmnable
4 non-programmiable; calculated

and non-calculated

Data Before the fact; Real time; reported as
predetermined occurring

Control Framework and parameters to Controls things

control action and things

Degree off Not as high due to subjective Highest degree;
assurance interpretation by people automated

Functions All functions excluding Individual transactions
human interactions -

Figure A.18 zduijzustrative versus operational Ccntzcl.
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APPENDIX B

I1TERSIAL AD&4INSTRATIV CONTROL QUESTIONNAIRE
DEPARTMENT OF THE NAVY

HEADOUARTERS UNITED STATES MARINE CORPS
WASHINGTON, J.C. 20380

!N REPLV REFER TO

FDA-33/nlf5O00
15 MAR 9

From: Commandant of the Marine Corps

Tot Distribution List

Subj: Internal (Management) Control System Questionnaire

Ref: (a) CMC ltr FDA-33/nlf 5200 of 29 Feb 1984

Encl: (1) Internal (Management) Control System Questionnaire
Guidance

(2) Internal (Management) Control System Questionnaire

1. At the request of this Headquarters, students at the Naval
Postgraduate School, Monterey, California are conducting research
related to the applicability, reliability, and effectiveness of
current internal (management) control systems in the Marine Corps.
The reference provided additional information in this regard.
Research will primarily concentrate on administrative controls
employed by command/management/supervisory personnel. A question-
naire has been developed to assist in this research and will serve
as a primary source of information for this effort.

2. Enclosure (1) provides guidance and instruction for completion
of the subject questionnaire, provided as enclosure (2). It is
requested that enclosure (2) be completed in a thorough manner
and returned to the Naval Postgraduate School (Attn: MarCorpRep
Code 0309), Monterey, California 93943 no later than 15 April 1984.

Distribution:
CG FMFLANT Norfolk VA 23511
CG FMFPAC Camp Smith HI 96861
CG MCDEC Quantico VA 22134
CG MCB Camp Pendleton CA 92055
COMCABEAST Cherry Point NC 28S33
CG MCRD San Diego CA 92140
CG Fourth MarDiv New Orleans LA 70146
CG MCLB Albany GA 31704
CG MCRD Parris Island SC 2990'
COMCABWEST El Toro CA 92709
CG Fourth MAW New Orleans LA 70146
CG MCB Camp Lejeune NC 28542
CG MCAGCC Twentynine Palms CA 92278
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FDA-33/nlf
5200

Subj: Internal (Management) Control System Questionaire

CG MCLB Barstow CA 92311
CO HQBN HQMC Arlington, VA 22214 --

CO MARFINCEN Kansas City, MO 64197
CO MARBKS Washington, D.C. 20390
Director, 1st MCD Garden City, LI, NY 11530
Director, 4th MCD Philadelphia PA 19112
Director, 6th MCD Atlanta GA 30303
Director, 8th MCD New Orleans LA 70142
Director, 9th MCD Shawnee Mission KS 66204
Director, 12th MCD Treasure Island CA 85034
Director, MCRSC Overland Park, KS 66211

Copy to:
MarCorRep, NPGS, Monterey, CA 93943
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OUESTIONNAIRE SUMMARY

PURPOSE:
To determine an operational definition of internal ad-

ministrative control based on survey responses from Marine Corps
Commanders with secondary emphasis on identification of resources
and skills essential to management control system implementation
and maintenance, development of administrative control techniques,
and improvements to clarify Marine Corps guidance on internal
management control systems.

BACKGROUND:
In October 1981, the Office of Management and Budget

(OMB) released Circular A-123 which directed Federal Agencies to
maintain effective systems of internal control. In 1982, Congress .
enacted the Federal Managers' Financial Integrity Act (FMFIA) which
requires in part that each executive agency establish and conduct
evaluations of their systems of internal accounting and adminis-
trative controls. In response to this requirement, Marine Corps
Order (MCO) 7000.15 was issued promulgating guidance on the
eetablishment and maintenance of internal control systems.

OBJECTIVE:
Based on analysis and comparison of examples and survey

responses, the objective of this questionnaire is to:

(1) determine an operational definition of administrative
-control to increase universal understanding of the concept.

(2) assist in the development and implementation of adminis-
trative control systems within the Marine Corps.

(3) develop improvements to and clarifications of current
Marine Corps guidance relative to internal management control
systems.

Your cooperation in completing this questionnaire will facili-
tate Marine Corps implementation of internal administrative control
requirements. Your frank and candid comments are encouraged.
Information contained herein will be held in strictest confidence.
Identifying information is requested only to resolve any future
questions that may arise.

Questions or clarification on any matters concerning this
survey should be direct to:

MAJ H. G. RUDGE ........ Autovon 878-2557/3039/2401
LCRD C. F. ILLIG....... Autovon 878-2557/3039/2401
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INTERNAL ADMINISTRATIVE CONTROL QUESTIONNAIRE

Name of Respondent ._._-__-_____

Grade/Rank '""__ __ _

MOS(s) /

Organization

1. Management controls encompass both accounting control as
well as administrative control. In operational terms, define
administrative control relative to your organization, or as inter-
preted by your command. a .

2. For the purpose of conducting vulnerability assessments,
the Department of the Navy (DON) has been segmented into twenty
major programs/functions. In the following list, check the
programs/functions for which your organization has developed
administrative controls.

Administrative Support __Medical

__Audit Military Assistance
(Foreign Military Sales

__Automatic Data Processing International Logistics)

__Commuications __MWR Activities

Education and Training __Personnel

__Facilities/Base Maint __Property Management
(includes Phys Inventory)

__Financial

Procurement
Intelligence/Security

Research
-Legal

Supply
Maint, Repair, Overhaul

Transportation
Manufacture

128
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3. Are these administrative controls formalized in writing?

(Yes/No)

4. What programs/functions are peculiar to your organization
and cannot be classified in the segments listed above?

5. Has your organization also developed administrative
controls for these command-specific programs/functions?

(Yes/No)

6. What is the general command/management attitude toward
administrative controls?

7. It is neither necessary nor cost-beneficial to have
complete control over every situation. There is a point at which
the level of control should be established. In general, what is
the lowest entity/level of administrative control that has been ..
established in your organization?

129
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8. MCO 7000.15 provides guidance for vulnerability assess-
ments. How has your organization determined those programs/
functions that are most vulnerable to waste, fraud, and abuse due
to deficiencies in administrative control?

9. What specific techniques or methodologies were used for
those vulnerability assessments? What problems have you encount-
ered in the conduct of those assessments?

S 10. How has your organization conducted risk analysis in the
area of administrative control?

130
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11. What specific techniques or methodologies were used for
risk analysis? What problems have you encountered in the conduct
of this analysis? - "

S

12. In general, what indicators have been established to pro-
vide reasonable assurance that your organization's administrative
controls are reliable and effective?

13. Who has your organization designated to design the manage-
ment control system? Has this individual utilized functional area
spacialists to assist in system design for a particular area?

14. What was the rationale behind the assignment of the
.management control system designer?

131
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15. Who has been designated to implement/maintain/coordinate
your organization's management control system?

16. What was the rationale behind this assignment?

17. What changes/improvements to the internal management con-
trol system (with emphasis on administrative control) could your
organization recommend? Please include justification for your
proposals.

1 3 ... .
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18. Has your organization established administrative proce-
dures or mechanisms to enforce the intended functioning of manage-
ment controls?

(Yes/No)

If yes, described these procedures/mechanisms.

I r

19. It is requested that you provide copies of any locally
generated forms which have assisted you in the implementation and
maintenance of your internal management control system.

20. Any.questions concerning this questionnaire should be
directed to:

MAJ H. G. RUDGE ........ Autovon: 878-2557/3039/2401
LCDR C. F. ILLIG ....... Autovon: 878-2557/3039/2401

7
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APPENDIX C
GENERAL CONTROL ENVIRONMENT ANAYLSIS

Organizational Segment ___'-_____

This form should be filled out for each operational department and
directorate. It may be completed for the component as a whole or individually
for each program or administrative function. The determining factors should
be size, nature and functions conducted within the component.

This form, used as an analytic checksheet, can determine whether the
characteristics of a strong, general control environment exists by: (a)
reviewing your documented policies and procedures, (b) talking with management
and other personnel, (c) observing practices, and (d) drawing upon your
familiarity with the operation.

All questions require comments. Deficiencies currently identified which are
being corrected should be mentioned. Any outstanding audit findings which
have not been resolved should be used and weighed when answering these
questions.

This form should be completed with the knowledge that currently exists in your p
operations. No new studies or reviews are required or intended. This form is

designed to be filled out after meeting with the key personnel in your
organization.

Use the following rating scale to evaluate each area:

5 - At the ideal level (no negative impact)
4 - Some improvement may be possible
3 - Good with improvements being planned (moderate negative impact)

2 - Fair, needs major studies and changes to improve

1 - Needs immediate management attention (heavy negative impact)

1. Management Attitude. Are management policies and decisions implemented as
directed? Does management follow its own policies? Do managers and

supervisors know their responsibilities in regard to internal control? Are

deviations from policy and guidelines dealt with as unacceptable?

Rating-
Comments:

NAVFINCLN 5200/lb (11-b3) 134
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2. Organizational Structure. Is the organizational unit segmented
satisfactorily? Do problems exist on functions which are inter-departmental?
Is the main responsibility for performing a function controlled outside of the
NAVFINCEN?

Rating -

Comments:

3. Personnel. Are the personnel competent and do they have the integrity
required by their jobs? Have they been adequately trained? Is there a high
turnover rate? Is the length of time to train journeymen a problem? Do
employees have career paths?

Rating
Comments:

4. De leation and Com-unication of Authority and Resonsibility. as
appropriate delegation or limitation of authority been made that insures that
responsibilities are effectively discharged? Do effective communication
channels exist? Does communication flow both up and down these channels?" -:':-:

•3

Rating•,."-
Comments : '"

-. . . . . . .. .- . .J. . . -- ... . . . ...
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5. Policies and Procedures. Does the documentation of policies and
procedures for internal controls exist? (These include written policy
standard operating procedures, pay related manuals, flow charts, position
descriptions, functional statements, design manuals, decision tables,
software, memoranda, completed questionnaires and any other related written

material used to describe the internal control methods.) Are these documents
disseminated to those Individuals that require access to them? Does this
documentation effectively describe how the organization is intended to perform

In almost all situations?

Rating
Comments:

b. Budgeting and Reporting Practives. Are organizational goals communicated

and specified to supervisors and employees? Are the goals monitored to the
extent of their accomplishment? Are all levels of management involved in the
budget cycle?

Rating
Comments:

7. Organizational Checks and Balances. is there an appropriate level of

financial and other management controls? roei management feel satisfied that

internal review and quality assurance are at an acceptable level? tire control
objectives periodically reviewed?

Rating

Comments:

136



8. ADP Consideration. Is there an awareness of the strength& and exposures
inherent in a system that uses ADP? Are AD? decisios that affect operational
processing made by management or left In hands of ADP personnel?

Lating -

Coments:

9. Risk Assessment. List the ten risks which concern management in the
segments under your administration. Also note the current management control
objective to combat that risk and the control technique that is being used to
prevent the risk from occurring. (You must list at least ten.)

Risk Control Objective Control Technique

Ra t i nk;

tianager'5 Name_____________________
bate__

InternAl Control Officerl's Name________________
bote_

137
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APPENDIX D
ADMINISTRATIVE CONTROL FLOWCHART

STEPS TO FOLLOW
DURING AN INTERNAL CONTROLS REVIEW

I REVIEW VULNERABILITY ..
_ __ _ASSESSMENT PACKAGE -ORG I I SYSTEM I I FOR BACKGROUND I

I , N! SOP. I M I PDs 4r ALONG WITH OTHER "
I AVAILABLE DOCUMENTATION I

I
Ij -

VERIFY THAT -7 RE-DEFINE
I THE EVENT CYCLE I EVENT CYCLE 1

IS MANAGEABLE I IF NECESSARY I
I UNIT FOR REVIEW I

II -

I I

T ANALYZE CONTROL I,
I ENVIRONMENT

" 'REVIEW MANAGEMENT ]
I POLICIES AND PROCEDURES I

I-

INTERVIEW TOP --- 1. DO MANAGERS AND r
MANAGEMENT, FIRST AND I \l WORKERS KNOW WHAT IS

SECOND LEVEL SUPERVISORS, EXPECTED?
AND EMPLOYEES TO 2. ARE THEY AWARE OF

DETERMINE ADEQUATE I\77 PROCEDURES? " -

COMMUNICATIONS EXIST 1 I 3. IS THERE A PENALTY -
FOR POLICY AND PROCEDURES I I FOR NOT FOLLOWING

I I POLICY AND PROCEDURES? "

I INVESTIGATE AND DOCUMENT[
" IF MANAGEMENT OVERRIDES
I ITS OWN PROCEDURES

FLOWCHART THEF
I EVENT CYCLE I

I REVIEW FLOWCHART WITH I
I PERSON(S) WTHO HAVE I

.:I PROVIDED INPUT I

138
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STEPS TO FOLLOW
DURING AN INTERNAL CONTROLS REVIEW

I IDENTIFY [ -

I CONTROL OBJECTIVES I

I COMPLETE DOCUMENTATION I
i SUMMARY SHEET "

I REVIEW DOCUMENTATION AND I"
I DETERMINE IF CONTROL I
I OBJECTIVES ARE ADEQUATE I
I FOR NEEDS I

I DISCUSS CONTROL OBJECTIVES I

I WITH MANAGEMENT. USE I
I MILITARY PAY SYSTEM I
I CHECKLIST

I ADD CONTROL OBJECTIVES i
I TO INTERNAL CONTROLS

SUMMARY SHEET I

I DESCRIBE CONTROL TECHNIQUES I
I THAT MANAGEMENT IS I
I CURRENTLY USING ONTO -

I SUMMARY SHEET

I DETEPMINE IF TECHNIQUES I
I ARE ADEQUATE OR I

EXCESSIVE 1

T DOCUMENT THE LOGIC FOR I J IF NECESSARY,
I MANAGEMENT DECISIONS II PERFOR!% COST/
I ESPECIALLY NOT TO INSTALL I BENEFIT ANALYSTS I
I CONTROL TECHNIQUES I

139
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STEPS TO FOLLOW
DURING AN INTERNAL CONTROLS REVIEW

1 1. INTERVIEW 1
S2. OBSERVATIONS .

DETERMINE METHODS TO BE 3. DOCUMENTATIONI
USED TO TEST CONTROL i___ 4. TRANSACTION

I TECHIQUES IFLOW
5. PERFORM .

I I CONTROL I
I I PROCEDURES

P ERFORM I
1 TEST I

I DOCUMNT, I
I TEST RESULTS I

I p .

I MAKE REPORT TO MANAGEMENT .
I WITH RECOMMENDATIONS. -
I ESTIMATE TIME AND I
! RESOURCES I

I ON THOSE AREAS REQUIRING -
I MORE WORK, ADD TO "

I CRITICAL IMPLEMENTATION I
I LIST (REPORTING SYSTEM) L

I FORWARD COMPLETED REVIEW -
I TO DESIGNATED OFFICIAL I

140
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APPENDIX E

ADMINISTRATIVE CONTROLS FOR
PRODUCTIVE ASSETS

ORGANIZATION CONTROLS

(1) Organization Structure
(a) Functions and activities relating to the management of productive

assets should be defined and established in accordance with stated
management goals and objectives.

(b) There should be clear assignment of responsibility and commensurate
delegation of authority for these functions and activities.

(c) There should be adequate and competent staffing and supervision with
appropriate coordination and communication with other functions.

(2) Productive Asset Control Responsibilities
(a) Capital asset planning.

(b) Capital project management.

(c) Operation of capital assets.

OPERATING CONTROLS

(1) Policies and Procedures for Productive Assets

(a) Acquisition and disposal of productive assets.

(b) Capitalization of costs.

(c) Leasing versus purchasing of assets.

(d) Custody and use of capital assets.

(e) Evaluating potential and actual results of acquiring capital assets. ""-
• .-

(2) Long and Short Range Capital Asset Planning
(a) Coordination with other functions.

(b) Appropriate consideration of the length of time required to plan,
acquire and put into operation the related productive assets.

(C) Analysis of the technical and financial feasibility of propos,-ed .
projects.

(d) Establishment of priorities for selection and funding of competing
projects.

(e) Development of a long range capital expenditure proarn and an
annual expenditure budget.
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(3) Proposal, Evaluation, and Approval of Projects
(a) Description of the short and long range operating needs to be met by

the acquisition of facilities or equipment.

(b) Description of the physical and technical specifications of facilities
or equipment to be acquired.

(c) Estimate of the operating benefits, costs, and product quality expected
from the program or project.

(d) Estimate of the time periods involved, including dates of physical
completion or acquisition, and the timing of expected cash investments
and returns.

(e) Estimate of total costs incurred, including costs of project develop-
ment, relocation, start-up, and proceeds from disposition of present
assets.

(f) Description of proposed depreciation or amortization methods, rates,
and amounts.

(g) Estimated initial expenditure requirements, including items to be
capitalized and expensed.

(h) Expected project revenues, expenses, and net cash flows by year.

(i) Financial tests of investment worth.

(j) Whether to make, buy, or lease capital assets.

(k) Alternative methods of financing.

(1) Ranking of alternative expenditure opportunities according to criteria
set by management.

(4) Acquisition of Capital Assets
(a) Requesting bids for asset acquisitions.

(b) Contracting for acquisition, delivery, and installation of assets.

(c) Procurement of related materials and supplies.

(d) Disposition of assets by sale, abandonment, or retirement as a result
of acquisitions.

(5) Monitoring of Capital Asset Acquisitions
(a) Clear designation of project manaqement responsibility.

(b) A detailed project plan and schedule using, if a epropriate, the
Critical Path Method (CP4) or a similar network planning and control
technique.
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(c) A plan for the commitment of resources.

(d) Detail cost estimates by task.

(e) Detail cost accumulation by task and by type of expense.

(f) Project status reporting on schedule, cost, and completion performance
with variances by cause and responsibility.

(g) Periodic and final technical reviews.

(h) Defined acceptance criteria.

(i) Procedures for accumulating and transferring costs to appropriate
capital and expense accounts.

S
(j) Post-completion reviews as to costs and benefits compared to plans.

(6) Custody and Use of Productive Assets
(a) Separate identification and individual accountability for each asset.

(b) Periodic determination of the existence of the assets.

(c) Authorized access to and use of assets.

(d) Adequate insurance coverage and protection against physical loss.

(e) Authority to sell or otherwise dispose of capital assets.

(7) Maintenance of Capital Assets
(a) Appropriate preventative and corrective maintenance.

(b) Formal scheduling, budgeting, and accounting for maintenance activities.

(c) Periodic analysis of costs of maintenance to consider replacement of
productive assets.

INFORMATION SYSTEM CONTROLS

(1) Long and Short Range Capital Plans and Budgets
(a) Long range planning information.

(1) Forecasts pertaining to assets
(2) Facility requirements and productive asset additions and replace-

ments to meet these forecasts

(b) Short range capital budgets.
(1) Capital budget for the current year
(2) Periodic reports comparing budgeted and actual expenditures to date '.'
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(2) Capital Project Control Information
(a) Project progress and status reports:

(1) Project plan, resource requirements, and schedule
(2) Comparison of schedule with actual performance by task
(3) Comparison of budgeted with actual expenditures to date plus

estimate to complete
(4) Projected physical work and cost to complete.

(b) Approved project proposals.

(c) Approved feasibility studies.

(d) Post-completion reports, by task and project, analyzing any major
variances from budgets or estimates.

(3) Other Operating Information
(a) Maintenance reports:

(1) Preventative/corrective maintenance schedule and performance
(2) Maintenance budget and actual-to-date

(b) Productive asset reports:
(1) Current inventory of productive assets
(2) Additions, sales, or retirements by class of assets and time

period

(c) Statistical data and reports:
(1) Leased facilities and equipment
(2) Utilization of plant capacity and individual facilities
(3) Idle plant and equipment
(4) Equipment breakdown analysis
(5) Machine repair histories
(6) Maintenance work order backlogs
(7) Maintenance cost trends
(8) Insurance coverage
(9) Property tax assessments
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APPEN~DIX F
EMPLE OF FUNCTICt4AL AM4INSTRATIV CaMrUL

RISK EX.AMLES

Major Program/Functlon: Adminlstrative Support

Assesable Unit: Planning and lesourceS Management
Assessable Sub Unit: Provide Management Analysis Services (Code 042)

Risk ' Control OIbective Control' Tecnnique
L-. =Iloel or improperil. management An.y2is services l.a. Written work assignments are re-

activities are I provided by Code 042 meet the quired for all management analy-
carried out by the I KAVFZINCEN's legitimate* needs.I ss services provided. Work
Code 042 I Assignment must contain objec-
organization or italelavful; conforming to recognized tives to be attained, scope and
personnel. 1principles or accepted rules and approach to be applied, and

standards. I milestones and target dates to -

I I be accomplished. Work Assign- .
I I meat must be approved In advance

I of the allocation of resources.
I I

IL.b. Approval of vricten york assign-
SI ment Is always accomplishe4 at
I one management level above the
I management level responsible for
I allocating the resources.

Lca. Management Anaiysisl2. Management Analysis services IZ.&. Written work assignments must
services eccomplishl are conducted in a manner thatI have quantifiable and measurable
no useful purpose promotes economy and offi- objectives, a statement of the
and result in waste ency In the operations of the scope of the assignment, the
of HAVFINCEN Management Planning Division. approach to be used to accom-
resources. pulsh the assignment, and mile-

stone/target dates to measure

accomplishments.
,b. Ineffecient or I .

Ineffective 12.b. Performance Standards are used
operation of the to measure attainment of work
Management PlanningI assignment objectives, adherence ...

Division (042). I to scope and approach, and
I accomplishment of milestones and
_target dates.

S.a. Potential for 13. Safeguards exist to prevent 
13.a. Branch supervisors are required

fraud, waste, and I unauthorized or wasteful use I to develop and maintain Fiscal
abuse. I of Management Analysis I Year Work Plans which reflect

I services provided by Code 042.1 proposed utilization of
resources. Work Plans are based
on written and approved work

I assignments.

13.b. Division Director must approve -

the Work Plans and modifications
to them. Division Director must
approve work assignments.

I3.c. Performance Standards for Branch

Chiefs measure effectiveness of ".

the Work Plans. -
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Risk I Control Obiective I Control Technique
4.4 Loss of experiencedi4. Maintain low (15%) turnover 14.a. Provide backup, understudy for

personnel. I rate. I major, Important programs/
I I projects.

4.b. Unable to accom- I
pu1sh Mission. I14.b. Provide regular opportunity for

__________________I I promotion In career ladder.
S.Equipment/Servicets 15. Prevent Conflict of Interest 15.s. Required annual reading of

procured which are Iin recommendations effecting I Standards of Conduct.
not needed. I procurement.I

__________________I ________________________15.b. Rotate personnel in oroarams.
~.Poor/unacceptable 16. Maintain competency of staff. lb.a. Define KSA'a.

recommendations. I
1 6.b. Provide formal training in

_________________ _______________________I ISA's.
7. Improper methodology 17. Ensure proper approach 17. Prescribe approach In work

results In incorrect I (methodology, techniques) are I assignments. Level of detail
or invalid I utilized to develop I based on grade level of the
recommendations.- I recommendations.-- analyst.

I 7

I 7
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APPENDIX G

OVERVIEW OF THE INTERNAL CONTROL EVALUATION,

IPIPROVE?4ENT9 AND REPORTING PROCESS

ORGANIZE THE CONDUCT INTERNAL
PROCESS CONTROL REVIEWS

1. Identify Event Cycles

_________________ I________________2. Analyze General Control

_____________________Environment

SEGMENT THE 13. Document the Event Cycle

AGENY 14. Evaluate Internal
Controls

5. Test Internal Controls

_________ __________6. Smmarize Results

CONDUCT-VULNERABIL ITY_____ ___ _______

ASSESSMENTS

1. Analyze General Control__ _____ _______

Environment TE CORRECTIVE

2. Analyze Inherent Risk jACTIONS
3. Evaluate Safeauards

(Preliminary Evaluation)

4. Summarize Results_______I. [ PREPARE REPORT ON
INTERNAL CONTROLS

DEVELOP PLANS FOR
SUBSEQUENT ACTIONS
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I MAI A
ZIECUTIVE SUMARY

SimcE tie ince;tion of officially recognizad internal

contrcl systems, ttere has been difficulty in segregating

and defining internal administrative controls from internal

accounting controls. The overshadowing of administrative

contxcl has resulted at the outset from the indeperdent

auditing liofession's insistance that the aggregate of

administrative ccntrcls do not impact on the fair rresEnta-

tion cf financial statements. This lack of concern tcr the

administrative conticl process has carried over intc the

federal Gcvernment until recent times.

lie 1rivate sectcr auditors' thrust continues to ke on
intenalaccuntng cntolsdueto that sector's co cn

for the fair presertation, of financial statements. The

development of internal controls in the public sector is

follcuinS the saae course as the private sector. As a

result, little attention is being directed toward the estab-

lishmert and integration of internal administrative ccrtrol
;rograms. The public sector is attempting to fill the

administrative contiol void solely by applying internal

accouxting control techniques to the totality of the

interral control process.

7be necessity fcr adequate internal administrative

control prcgrams is essential ifl light of increased con~eti-
tion for scarce rescurces and the need to optimize opera-

tional eccncmy and efficiency and management effectiveness

in achieving desired results. The size, complexity, and

diversityj of organizations require the develo-ment of

controls tc achieve tiese gcals.
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A lack cf clear, current, and comprehensive infcrmation

On the subject of internal ccntrol necessitates reliance on
the tasic definition cf control -- comparing reility witb a

standard -- and on a. understanding of its close relaticn-

ship tc Ilanning, as joints of departure for further ccipar-
ative analysis amd development of related control concepts.

2he study of this tasic definition in an organizational

context yields three underlying interdependent dimensions:

orgarizaticral structure and design, human interactive

behavior, and a contiruum of formality. Additioaal analysis

identifies the characteristic of time as yet anctber

descriptcr cf control systems. Combinations of these dimen-
sions in varying levels cf izportance and pervasiveness

serve to distinguish the brcad concept of management ccrtzol

from its sutsets of administrative and operational control.

Im the final analysis, management control is tcth a
contimucus and retro-rective process which integrates struc-
ture, mcney, things and people in the efficient and effec-
tive acccmplishment cf organizational strategies ard Scals.
Cperaticral control tracks things and performance and is
restricted to specific programmed activities capable of
soluticn ty a set cf logical rules to assure individual
transactions are executed efficiently and effectively.

Administrative ccntrcl evolves as the critical integrating
"glue" of the organi2ation that assists management ir its
role -- it is the fonual design of the organization's struc-
tural framework and the predetermination of standardized
decisions and actions which render organizational identity
and purrcse and assure economy, efficiency and effectiveness

in operatics.
2he success cf the organization hinges on the adminis-

trative ccntrol elesents cf organizational structure and
design in integrating coordination, communication, and
contrcl. 7he effectiveness of this integration process is

14S
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directly related to the quality of interactions among the

designers, managers, and employees, and the extent to which
managemert understands and participates in its development.

The criteria for ccntrol depend on the size, dislersicn,

complexity, management philcsc;hy, structure and grouping of
an organization. Laxger organizations rejuire mare detailed
formal dccuuentation and commuication of policies, 1roce-

dares, standards, and control systems for the eftective and

*efficient achievement of control objectives. Ile develcp-

ment of control criteria can ke based on their application

to ccmtrcl system ocionents or functional control ctjec-

* tives 8s deemed appropriate to the particular organizatio.

Segazdless of the apiroach, emphasis must be pl~aced on the

estalkAisIneJt of an ervixronsemt that creates the appropriate

contxcl awareness, attitude and discipline. £Parascuxt to
success is the desigz of a control system (whetler it be

* managezert, administrative, or operational) which fits the
structure and management philosophy of the orgarizaticn,

which focuses on the areas of risk inherent to its goals and

* lissicn, and which strikes a balance between the costs and

* benefits of control.

A ;recursor to evaluation is a review of current admin-

istrative ccntrol3s to gain an understanding of the control

envircnzent and the organization's mission and practices.

* In evaluating the effectiveness of an interaal cctrol

systex, the main thrust of testing should be directed to the

execution of those procedures which are critical to meeting
the orgarization's gcals and cbjectives. Compliance tests

* are conducted to ensure that the control system is operating

as intended and are most pertinent to the evaluation of

administrative controls. These tests involve the examina-

tion of documentation, discussions with management and

emplees, and observation of the performance of duties. if

the results of the ccapliance tests reveal that perforiance
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and ccntzcls deviate from that which is desired, ccirective

action is required tc modify ccntrols in light of ;cssile'

internal and external envircnmental changes, o: tc rerpha- -

size prescribed procedures and heighten ccntrol awareness

for greater assurance of coziliance in the future.

bhe Marine Corps' definition of administrative ccntrol J
is at all excompassing definition which incorporates manase-
Rent ccntrcl, administrative control, and operational

contrcl as it relates to pecple, structure, process and the

treadtb of focus ir the organization. Administrative . 4
contrcl, as developed in this thesis, is:

The Erccess of designina the appropriate structure and
siecifling predeteirmined decisions or actions t.rcgi
sw1ich .aragement assures that the organization carries
out its goals and objectives efficiently and e ec-
tively.

Piedetermined structure and process (what an organiza-

tion is ard what it dces) are not new to the Marine Ccris.

all fczzal organizations possess mission statements and

Tables ci Ciganizatic (T/'s) which predetermine structxre
and provide an inhezent element of administrative control.

-ue tc the high degree of decentralization in the Marine

Corps, standardizaticn in the form of Commandant of the

Marine CcrEs (CMC) Phite letters, Standard Oerating

Procedures (SOP's), User Manuals, Policy Seaorandums,
Zesktcl Eccedures, Turnover Files, Operations Plats and

Crders, Ccmmand/Oranization/Unit orders and directives,

etc., Ercvide additional administrative ccntrols. MCO
P5215.1F, he Hari in_ orps Pretie Syst, requires the
estaklishaent of a zinimum numter of subordinate ccmand
directives to ensure consistency (control) with klead~uarters

guidance. Each of ttese directives should be localized to
meet the orSanization's needs and to supplement the achieve-

aent cf efficiency--aazimum output from a given guantity of
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input--ard effectiveiess-hcw uell A organizaticn dcas its

job.

Predetermined structure and krocess suggest a scsEwhat

static ccntrol envircrment, one that previously a xists bhich

requires little action fioE the couana,aamagesent/

superviscry personnel responsible for the functicn. -:

Nevertheless, predetermined structure aad proces is kut cne -

small ;crtion of tie overall dynamic management ccrtzol

systel.

MCC 5600.31, I J 2ARii. I. ,

provides fcr the review and s4bsejuent cartiiicaticr that

directives (administrative controls) are current and reilect
the cleraticns as actually performed in the ocganizaticn.
Additicnally, the Hazing CoX.Fs al, in paragraph 1011.3,
provides that ccmmanders shall "make or cause tc be made

such irsiections as are necessary to evaluate all functional

areas of their ccmmands and tc keep themselves informed, at

all tinmes, of the cverall ccndition of their ccizards."-
Reviews, like inspections, cannot be conducted by

seat-cf-the ;ants analysis, but rather by ambulatozy manage-

tent iitb active participation by those directly and indi-

rectly affected. Ihe dynamics of this management ccntzol

systez enccipass the entire organization and impact cn the

static mature of admixistrative control. In order to deter-
mine the effectiveness of the controls in a functional area,
an evaluaticn (managesent contrcl review) must be made to

compare the perfcrmarce of the individual tasks irvclved in
the fumcticnal area, as well as the functional area in toto,
bith the predetermined standard. The evaluation should also

consider tie reliability of the standard.

7here are many vehicles in the Marine Corps tc assist

commanders/zanagers/ superviscrs in conducting evaluations.

Field Supply and Maintenance Analysis Office checklists,
supply and Mainterance Assistance Office checklists
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(internal to some cociands) , Inspector-General 3 arie Corls

checklists, self-inslection program checklists, and Ilarine

Corps Disbursing On-Site Examination Team (MCDOSET) check-

lists are examples cf the many that already exist %hich

identify the critical areas for cosideration within furc-

tions. Tike Naval Audit Service audit programs assist

management in conducting revievs of their functional areas
to evaluate establisked conticls and areas where contrcls

zay tE weak or missing.

Inplementation cf a Management Control Program as a

post-facto concern to organizational development is no easy
task. Ile Maj& C orEs manual clearly points out that
internal controls have always been part of a commanderls
respcisililities. 7le *General Accounting Oftice (GAC) has
publisked Standards fcr Interna 1g~ in the IIUral

.i~.iEnt which define the minimum acceptalle guality of
interzal ccntrol systems and provide criteria against %hich

systems will be evaluated. These standards also car be

considered te chniques useful in developing a control prcgram

and evaluating administrative controls as well as the

management control system.

As a result of significant research into the area of
contrcl, in general, the fcllowing conclusions relative to
internal administrative control have teen derived:
first,adsimistrative controls are those predetermined
contxcls that give purpose, direction and meaning tc the
organizaticr; second, administrative control applies to all 0

levels of the organization, and management (at all levels)

is respcnsible for the controls being in place and

purposeful; and third, administrative controls are reglected

in three dimensions in the organization; as organization
contrcls defining structure and delineation of authority and

respoztsikility; as cperating controls providing process and

;rocadcres; and, as information system controls which tailor -

the system to promote effective decision-making. I
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Adairistrative ccztrols have applicability to any crga-

nizaticn that reguires purpcse, direction and meaning, lut

they canrot be static and be effective. As a result of

envircnmental changes, personnel turnover, value charges, 0

and goal redirectic., administrative controls must be

dynahic, t ereby demaiding constant review and update. The

dynazics of administrative control preclude separatic- from

management control, and, as a vital part of the organiza- .

tion, axe intended tc assist vice hamper management in the

allocatico cf scarce zesources.

The authors make the following recommendations icr the

implementation of effective adsinistrative controls:

(1) tcurs for ccmmanding ofiicers should be of suffi-

cient duration to peimit a acre intimate knowledge cf the

requirements for organizational control and to permit the

adaptaticn of the sanagement information system to meet

their reeds;

12) tcp-level managementmust take a more active role

in establishing a pcsitive ccntrol environment, necessi-

tating evalrations cl both tkesselves and their subordinates

relative to this resicnsibilit y;

13) managers at all levels must have increased input

into the design cf maragement information systems tc -rcvide

them %itb feedback on the adeguacy of their controls;

(4) the sanac ent infcrmation system must have

tuilt-in flexibility to permit the tailoring of the system

to meet charging management and environmental demands; aad

(5) courses of imstructicn for managers at all levels.
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